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section 143(f)(5) of the Code. Rev. Proc. 95-32 is
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Mission of the Service

The purpose of the Internal Revenue Service is to
collect the proper amount of tax revenue at the least
cost; serve the public by continually improving the

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to
administer the Internal Revenue Code. Tax policy
for raising revenue is determined by Congress.

With this in mind, it is the duty of the Service to
carry out that policy by correctly applying the laws
enacted by Congress; to determine the reasonable
meaning of various Code provisions in light of the
Congressional purpose in enacting them; and to
perform this work in a fair and impartial manner,
with neither a government nor a taxpayer point of view.

At the heart of administration is interpretation of the
Code. It is the responsibility of each person in the
Service, charged with the duty of interpreting the
law, to try to find the true meaning of the statutory
provision and not to adopt a strained construction in
the belief that he or she is “protecting the revenue.”
The revenue is properly protected only when we as-
certain and apply the true meaning of the statute.

quality of our products and services; and perform in a
manner warranting the highest degree of public
confidence in our integrity, efficiency and fairness.

The Service also has the responsibility of applying
and administering the law in a reasonable,
practical manner. Issues should only be raised by
examining officers when they have merit, never
arbitrarily or for trading purposes. At the same
time, the examining officer should never hesitate
to raise a meritorious issue. It is also important
that care be exercised not to raise an issue or to
ask a court to adopt a position inconsistent with
an established Service position.

Administration should be both reasonable and
vigorous. It should be conducted with as little
delay as possible and with great courtesy and
considerateness. It should never try to overreach,
and should be reasonable within the bounds of law
and sound administration. It should, however, be
vigorous in requiring compliance with law and it
should be relentless in its attack on unreal tax
devices and fraud.



Introduction

The Internal Revenue Bulletin is the authoritative instru-
ment of the Commissioner of Internal Revenue for
announcing official rulings and procedures of the Inter-
nal Revenue Service and for publishing Treasury Deci-
sions, Executive Orders, Tax Conventions, legislation,
court decisions, and other items of general interest. It is
published weekly and may be obtained from the Superin-
tendent of Documents on a subscription basis. Bulletin
contents of a permanent nature are consolidated semi-
annually into Cumulative Bulletins, which are sold on a
single-copy basis.

It is the policy of the Service to publish in the Bulletin all
substantive rulings necessary to promote a uniform
application of the tax laws, including all rulings that
supersede, revoke, modify, or amend any of those
previously published in the Bulletin. All published rulings
apply retroactively unless otherwise indicated. Proce-
dures relating solely to matters of internal management
are not published; however, statements of internal
practices and procedures that affect the rights and
duties of taxpayers are published.

Revenue rulings represent the conclusions of the Ser-
vice on the application of the law to the pivotal facts
stated in the revenue ruling. In those based on positions
taken in rulings to taxpayers or technical advice to
Service field offices, identifying details and information
of a confidential nature are deleted to prevent unwar-
ranted invasions of privacy and to comply with statutory
requirements.

Rulings and procedures reported in the Bulletin do not
have the force and effect of Treasury Department
Regulations, but they may be used as precedents.
Unpublished rulings will not be relied on, used, or cited
as precedents by Service personnel in the disposition of
other cases. In applying published rulings and proce-
dures, the effect of subsequent legislation, regulations,

court decisions, rulings, and procedures must be consid-
ered, and Service personnel and others concerned are
cautioned against reaching the same conclusions in
other cases unless the facts and circumstances are
substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on
provisions of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows:
Subpart A, Tax Conventions, and Subpart B, Legislation
and Related Committee Reports.

Part Ill.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and
Subparts. Also included in this part are Bank Secrecy
Act Administrative Rulings. Bank Secrecy Act Administra-
tive Rulings are issued by the Department of the
Treasury’s Office of the Assistant Secretary (Enforce-
ment).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemak-
ing and the disbarment and suspension list included in
this part, none of these announcements are consoli-
dated in the Cumulative Bulletins.

The first Bulletin for each month includes an index for
the matters published during the preceding month.
These monthly indexes are cumulated on a quarterly and
semiannual basis, and are published in the first Bulletin
of the succeeding quarterly and semi-annual period,
respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents U.S. Government Printing Office, Washington, D.C. 20402.



Announcement Relating to Court Decisions

It is the policy of the Internal Rev- only” mean that the Service accepts theClack, Est. of v. Commissionef!
enue Service to announce at an earljolding of the court in a case and thatl06 T.C. 6 (1996)
date whether it will follow the holdings the Service will follow it in disposing of cristofani, Est. of Maria, Deceased,
in certain cases. An Action on Decisioncases with the same controlling factSgrank Cristofani. Executor v. Com-
is the document making such an anHowever, “acquiescence” indicates nei-missioner ’

nouncement. An Action on Decision will ther approval nor disapproval of the
be issued at the discretion of the SerViC?easonFs)passigned by tﬁg court for its(?? T.C. 74 (1991)

only on unappealed issues decided adsnciusions: whereas, “acquiescence in The Commissioner does NOT AC-

verse to the government. Generally, apagit only” indicates disagreement orQUIESCE in the following decisions:

. .>concern with some or all of thosefisher v. Commissionef
guidance would be helpful to SeIVICe g asons. Nonacquiescence signifies thaig F3d 396 (10th Cir. 1995)

personnel working with the same or .
similar issues. Unlike a Treasury Regu-althOngh no further review was SOUghtRichard L. and Fiona Simon v. Com-

lation or a Revenue Ruling, an Actionthe Service does not agree with themissioner,7

on Decision is not an affirmative state-"0!ding of the court .and_, genera".y’ will 68 F.3d 41 (2d Cir. 1995)
ment of Service position. It is not not follow the decision in disposing of

intended to serve as public guidance an82Ses involving other taxpayers. In refer:

. ence to an opinion of a circuit court of “Acquiescence relating to whether cable television
may not be cited as precedent. P franchises issued by local governments are fran-

Actions on Decisions shall be relied@Ppeals, a nonacquiescence indicat&fises within the meaning of section 1253 of the
upon within the Service only as conclu-that the Service will not follow the cCode.
sions applying the law to the facts in theholding on a nationwide basis. However’Acquiescence relating to whether the nonrecogni-

. . . ; ; i tion provision of section 1034 of the Code for a
part'CUIar case at the time the Action orthe ~ Service  will recognize the divorced or separated taxpayer may compute the

Decision was issued. Caution should bereceden'tial impagt of the opinion ONgain on a jointly owned residence, by taking into
exercised in extending the recommendazases arising within the venue of theaccount only his or her allowable share of the
tion of the Action on Decision to similar deciding circuit. basis and net proceeds from the sale of the jointly

; . . owned residence when the taxpayer’s former
cases where the facts are different. The announcements published in thgpouse has not met the section 1034 requirements

Moreover, the recommendation in th&yeekly Internal Revenue Bulletins arefor deferral.
Action on Decision may be supersedeqqnsolidated semiannually and annua“y‘fAcquiescence in result relating to whether the
by new legislation, regulations, rulings, . o ‘surviving spouse has a “qualifying income interest
CgseS' or ,gctions on Dgecisions. g The S,‘emlannuajl consolidation aPpearS '%r life” in property where (1) the extent of the
Prior to 1991. the Service publishedthe first Bulletin for July and in the surviving spouse’s income interest is contingent on
’ %‘umulative Bulletin for the first half of the executor’s qualified terminable interest prop-

acquiescence or nonacquiescence onl L i

ce?tain regular Tax Cogrt opinions Tr):el[ e year, and the annual °°”3°"da“°'§|r|t>yo(thI]f)pgﬁgtr'@nf;nsvr?:hergﬁzg t?’lggtrﬁigt (ics)r

Service has expanded its acquielscen ll;)eqrs in the firs('; 'Bu||’]|eti2 fOI‘I the not elected will go to someone other than the
; . ollowing January and in the Cumulativesurviving spouse.

prr(])gram t(.)dmCIUde. Otgel’ CIVI.I ta(le Casf)@u”etingfor the yIaSt half of the year. 5Acquiegce$1ce in result relating to whether trans-

\fllvlelr‘el g:' ange IIS heterémne, to fers of property to a trust, whose contingent

e cesta o nonacaueace. n ihe The Commissioner ACQUIESCES in®smner beneicres pave e gt i vy

holdings of memorandum Tax Courtﬁw following decisions: exclusion within 15 days following such transfers,

ini i lan K. Lauckner v. United States,l constitute gifts of present interests in property
opinions, as well as those of the United? within the meaning of section 2503(b) of the

Action on Decision is issued where its

States District Courts, Claims Court, and8 F.3d 69 (3d Cir. 1995) Code.

Circuit Courts of Appeal. Regardless ofTele-Communications, Inc. v. Com- °Nonacquiescence relating to whether the United

the court deciding the case, the recomMmissioner? States Court of Appeals for the Tenth Circuit erred
- ; ‘e ! . in determining that the Commissioner abused her

mendation of any Action on Decision12 F.3d 1005 (10th Cir. 1993) discretion by not waiving the substantial under-

will be published in the Internal Rev- William H. Murphy v. Commissioner, 3 statement additions to tax under section 6661(c) of

enue Bulletin. the Code.
The recommendation in every ACtiOhMl (1994) “Nonacquiescence relating to whether professional

on Decision will be summarized aslAcquiescence relating to whether assessments afusicians are entitled, under section 168 of the

. - - e trust fund recovery penalty (TFRP) underCode, to depreciate their antigue musical instru-
acquiescence, a_chwescence "1 res_ ction 6672 of the Code are subject to the 3-yeanents used in their trade or business, notwith-
only, or nonacquiescence. BOth_ acqUl-statute of limitations contained in section 6501(a)standing that the instruments have no determinable
escence” and “acquiescence in resulbf the Code. useful lives.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 25.—Interest on Certain DATES: These regulations are effectiveadopt a facts and circumstances ap-
Home Mortgages September 24, 1996. proach with safe harbors under which
26 CFR 1.25-4T: Qualified mortgage credit certifi- [ Of dates of applicability of thesecertain modifications would not be

cate program (temporary). regulations, see § 1.1001-3(h). treated as exchanges. In contrast, other

Guidance is provided for the use of the nationaFOR FURTHER INFORMATION CON- cqmmentators SqueSted_ using additional
and area median gross income figures by issuelFACT: Thomas J. Kelly, (202) 622— bright-line rules to provide more cer-

of qualified mortgage bonds and mortgage credi i} tainty with respect to when a modifica-
ce(tificates'in de_termining the housing cost/income3930 (not a toll-free number). tion yiS and is not. treated as an ex-
e R e g6 Sy on S4AD(E) of the Code.gypp| EMENTARY INFORMATION:  change of the old debt instrument for a
new instrument. Most commentators,
Background however, limited their comments to the

Section 103.—State and Local e
Bond On December 2, 1992, propose _pecmc rules of the proposed regula-

onds ons.

26 CER 1.103-1: | bligati ] amendments to 26 CFR part 1 wer _
103-1: Interest upon obligations of a,, \hjished in theFederal Register (57 ~ The IRS and Treasury considered

State, Territory, etc. FR 57034 [FI-31-92, 1992—2 C.B.adopting a single, general rule instead of
Guidance is provided for the use of the nationagg3]) to provide guidance underseveral detailed rules. That approach,

of qualited mortgage bonds and morgage creaig. 1-1001-3. The proposed regulationg/hile providing less guidance, would
certificates in determining the housing costincomd€late to the modification of debt instru-have the advantage of reducing com-

ratio described in section 143(f)(5) of the Codements. On February 17, 1993, the IRPlexity and aVQiding .anoma"es that can
See Rev. Proc. 96-37, page 16. held a pub“c hearing on the proposedesult from brlght- line rules (for ex-
regulations. In addition, the IRS re-ample, different results for economically

Section 143.—Mortgage Revenue ceived numerous written comments orfimilar transactions). Nevertheless, after

Bonds: Qualified Mortgage Bond the proposed regulations. The proposeg@onsidering that approach the IRS and
and Qualified Veterans' Mortgage regulations, with certain changes maddreasury concluded that both taxpayers
Bond in response to comments, are adopted f@nd the IRS would benefit from regula-

- this Treasury decision as final regulations specifically addressing the treat-
26 CFR 6a.103A-2: Qualified mortgage bond-tionsl The principa| Changes to the regument Of certain m0d|f|cat|0ns. A debt

Guidance is provided for the use of the nationalations, as well as the major commentgnodification that r_eSUIts in an exchange
and area median gross income figures by issueignd suggestions, are discussed beloW!ay have a variety of consequences,

of ??a"?Ed_mgfttgag? _bO”tf:]S ‘;‘1”0' mortga%‘? credit and parties contemplating a change to a
certificates in determining the housing cost/incom ; . : )
ratio described in section 143(f)(5) of the Code(.iEXpl"’matlon of Provisions (rjnelrt:te ICvsfwtrel:fl?’ntthzrt]oclﬁgnbee %\2:? rteosglﬁtﬁ]r

See Rev. Proc. 96-37, page 16. A. General an exchange g

The preamble to the proposed regula- Accordingly, the final regulations re-
tions states that the proposed regulatiorigin the basic structure of the proposed
are intended to address the uncertaintiegulations. Thus, an alteration of the
concerning when the modification of aterms of a debt instrument is first tested
26 CFR 1.1001-3: Modifications of debt instru-debt instrument results in a deemedo determine whether the alteration is a
ments. exchange of the old debt instrument fof'modification.” If there is a modifica-
TD. 8675 a new instrument. Some of this uncertion, the modification is then tested to
o tainty resulted from the possible impactdetermine whether it is a “significant
DEPARTMENT OF THE TREASURY of the decision of the Supreme Court inmodification.” A significant modifica-

Section 1001.—Determination of
Amount of and Recognition of Gain
or Loss

Internal Revenue Service Cottage Savings Ass’'n v. Commissignetion results in an exchange of the origi-
26 CER Part 1 499 U.S. 554 (1991). The preamblenal debt instrument for a modified in-

invites comments with respect tostrument that differs materially either in
RIN 1545-AR04 whether it is desirable to provide ruleskind or in extent within the meaning of

Modifications of Debt Instruments for the modification of debt instruments§ 1.1001-1(a).
__as well as comments with respect to Although the final regulations gener-

AGENCY: Internal Revenue Servicehat those rules should be. ally foIIovg\]/ the approachgof the progposed
(IRS), Treasury. Although the IRS received manyregulations, certain rules have been
ACTION: Final regulations. comments on the proposed regulationgdded or modified to address a number

relatively few commentators addressedf issues noted by commentators. For
SUMMARY: This document contains the question of whether regulations orexample, in one instance the final regu-
final regulations relating to the modifi- the modification of debt instruments ardations provide a general rule with re-
cation of debt instruments. The reguladesirable. A few commentators arguedpect to a particular type of modification
tions govern when a modification isagainst the promulgation of regulationgogether with a safe harbor for certain
treated as an exchange of the originabn this subject. A number of otherchanges that will not result in ex-
debt instrument for a modified instru-commentators were supportive of thechanges. In other instances, the final
ment. The regulations provide needecttempt to provide certainty through aregulations retain the bright-line ap-
guidance to issuers and holders of delgeries of specific rules. Some commenproach of the proposed regulations. The
instruments. tators suggested that the regulationlRS and Treasury invite comments on
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the operation of the final regulations andhe level of a settlement of terms be+esulting from the exercise of such op-
will consider providing additional guid- tween the parties is not a modificationtions typically involve either negotia-
ance as appropriate. of the original instrument. Commenta-tions between an issuer and holder or a
tors noted that it often is impossible toworkout, the IRS and Treasury believe it
distinguish between a unilateral waivelis appropriate to treat them as modifica-
In the preamble to the proposed reguef a right and a workout agreed to bytions and test for significance. In this
lations, the IRS invites comments withthe parties in which only the holder ofregard, the rule for holder options result-
respect to whether the regulationghe instrument makes meaningful coning in deferrals or reductions of pay-
should be expanded to address modificazessions. Moreover, in the case of anents addresses more specifically the
tions of financial instruments other thanprepayable debt instrument, the holder'soncerns underlying the proposed regu-
debt instruments. In response, severalaiver of rights may be an inducementations’ rule discussed above regarding
commentators argued that a dealer’'s ase the obligor not to terminate the debtunilateral waivers that rise to the level
signment of its position in an interestinstrument. of a settlement of the terms.
rate swap contract or other notional In defining when an alteration is a Many commentators argued that the
principal contract should not result in anmodification, the final regulations alsoproposed regulations are overly restric-
exchange under section 1001 for theenerally retain the rule that a change itive in recognizing only temporary non-
nonassigning counterparty. In responsa term of a debt instrument that occurperformance by the issuer and tempo-
to these comments, the IRS and Treddy operation of the terms of a debtrary waivers of default rights by holders
sury are issuing proposed and temporarinstrument is not a modification. A as not being modifications. In particular,
regulations that provide a special rulechange may occur by operation of thecommentators expressed concern about
for dealer assignments of notional printerms of an instrument at a specifiedcan example in the proposed regulations
cipal contracts. However, those tempotime, as a result of a contingency specithat illustrates the temporary waiver rule
rary and proposed regulations and thesged in the instrument, or upon thewith a situation in which the waiver is
final regulations do not address whetheexercise of an option provided for in theonly for a 3-month period. The IRS and
particular instruments are debt instruinstrument to change a term. Treasury recognize that parties may
ments for Federal income tax purposes. The final regulations limit the appli- need a period of time to modify the
With the exception of those temporarycation of the rule for changes that occuterms of a debt instrument following an
and proposed regulations, the final reguby operation of the terms of a debtissuer’s default and that a holder’s
lations have not been expanded to covenstrument in three respects. First, thavaiver or nonenforcement of default
the modification of financial instrumentsfinal regulations retain the rule of therights may not itself evidence an agree-
other than debt instruments. The modifiproposed regulations that any alteratioment with respect to new terms.
cation of other instruments is less comihat results in an instrument or property The final regulations respond to these
mon than the modification of debtright that is not debt for federal incomecomments in two respects. First, the
instruments, and the rules for modificatax purposes is a modification, even ifregulations provide that nonperformance
tions of debt instruments would notthe alteration occurs by operation of théy the issuer is not, in and of itself, a
necessarily work well or be appropriateterms of the instrument (unless the altermodification. Second, the regulations
in determining whether modifications ofation occurs pursuant to a holder’'s opprovide a limited exception to the rule
other instruments result in exchangesion under the terms of the instrument tahat a waiver of rights is a modification.
under section 1001. For equity instru-convert the instrument into equity of theUnder this exception, absent an actual
ments in particular, the IRS and Treadissuer). Second, the final regulationswritten or oral agreement by the issuer
sury believe that the application of cer-also provide that any alteration thatand the holder to alter other terms of the
tain rules in these regulations would beesults in a substitution of a new obli-instrument, an agreement by the holder
inappropriate. Similarly, for contractsgor, the addition or deletion of a co-to stay collection or temporarily waive
that are not debt instruments, the finabbligor, or a change in the recoursean acceleration clause or similar default
regulations do not limit or otherwise nature of an instrument is a modifica-right is not a modification for a period
affect the application of the “fundamen-tion. The IRS and Treasury believe thabf two years following the issuer’s non-
tal change” concept articulated in Revthese changes may be so fundamentperformance, or for a longer period
Rul. 90-109 (1990-2 C.B. 191), inthat they should be considered modificafafter the initial two-year period) during
which the IRS concluded that the exertions even if they occur by operation ofwhich the parties conduct good faith
cise by a life insurance policyholder ofthe terms of an instrument. Thus, theseegotiations or during the pendency of
an option to change the insured undemodifications always must be tested fobankruptcy proceedings. Once the par-
the policy changed “the fundamentalsignificance to determine whether theyties agree to new terms, however, there
substance” of the contract, and thus wasesult in exchanges. is a modification of the instrument.
a disposition under section 1001. Third, the final regulations provide As under the proposed regulations, a
that alterations resulting from the exermodification is tested when the parties
cise of either of two categories ofagree to a change even if the change is
The final regulations retain the gen-options are modifications. These twonot immediately effective, but the final
eral rule of the proposed regulations thatategories of options are (i) those thategulations add exceptions for a change
a modification includes any alteration ofare not unilateral (defined essentially inn a term that is agreed to by the parties
a legal right or obligation of the issuerthe same manner as in the proposebut is subject to reasonable closing
or holder. The final regulations, how-regulations) and (ii) holder options theconditions or that occurs as a result of
ever, do not adopt the rule of theexercise of which results in a deferral otbankruptcy proceedings. In these cases,
proposed regulations that a unilaterah reduction in any scheduled payment oA modification occurs on the date the
waiver of a right that does not rise tointerest or principal. Because alterationghange in the term becomes effective.
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Thus, if the conditions do not occur For changes in the yield of a debtof the rules for original issue discount is
(and the change in the term does nonhstrument, the final regulations providea significant modification. Commenta-
become effective), a modification doeghat a change in yield is significant if tors objected to both of these rules
not occur. the change exceeds the greater of 2Because they do not provide bright-line
basis points or five percent of therules for determining whether a modifi-
original yield on the instrument. Thiscation is significant. In addition, the
The final regulations retain the struc-rule was modified in response to com-commentators argued that an example in
ture of the proposed regulations forments that a change of more than 2%he proposed regulations that concerns
determining whether a modification isbasis points should be permitted in thehe deferral of interim payments is in-
significant, but change a number of thecase of debt instruments issued witltonsistent with the rule for an extension
specific rules for particular types ofhigh interest rates. The final regulationf final maturity.
modifications. The final regulations alsoalso limit this change-of-yield bright- The final regulations combine the
add a new general rule for types ofline rule to fixed rate and variable raterules for extensions of final maturity
modifications for which specific rules debt instruments. Because of the diffi-and other changes in the timing and/or
are not provided. Under this general ruleculties in developing appropriate mechaamounts of payments. While adopting
(the general significance rule), a modifi-nisms for measuring changes in thehe material deferral rule generally, the
cation is significant if, based on all theyield of other debt instruments (forfinal regulations also allow the deferral
facts and circumstances, the legal rightexample, contingent payment debt inof payments within a safe-harbor period
or obligations being changed and thestruments), the final regulations providgthe lesser of five years or 50 percent of
degree to which they are being changethat the significance of changes in thehe original term of the instrument) if
are economically significant. The gen-yield of those other instruments is deterthe deferred amounts are unconditionally
eral significance rule also applies to anined under the general significancepayable at the end of that period. The
type of modification for which specific rule. The final regulations also incorpo-final regulations do not contain the rule
rules are provided if the modification israte other technical changes to clarifithat the Commissioner may treat any
effective upon the occurrence of a subthe application of the change-in-yielddeferral of payments made with a prin-
stantial contingency. Moreover, the gen+ules. cipal purpose of avoiding the time value
eral significance rule will apply for The final regulations do not adopt theof money rules, including the rules for
certain types of modifications that aresuggestion of some commentators that ariginal issue discount, as a significant
effective on a substantially deferred bareduction in the principal amount of amodification. The concerns addressed by
sis. When testing a modification underdebt instrument should not be considthis rule in the proposed regulations
the general significance rule, all modifi-ered a modification. As under the pro-have been resolved in final regulations
cations made to the instrument (otheposed regulations, for purposes of deterecently issued under section 1275. See
than those for which specific bright-linemining if there is a significant 8 1.1275-2()).
rules are provided) are considered colmodification, the yield on the modified For a change in the obligor on an
lectively. Thus, a series of related modiinstrument is computed by reference tanstrument, the final regulations retain
fications, each of which independently isthe adjusted issue price immediatelfthe general rule in the proposed regula-
not significant under the general signifi-before the modification. A reduction intions that changing the obligor on a
cance rule, may together constitute @rincipal reduces the total payments omecourse debt instrument is significant.
significant modification. the modified instrument and often re-In addition to the exception for section
With the addition of the general sig-sults in a significantly reduced yield on381(a) transactions in the proposed
nificance rule, certain specific rules ofthe instrument. Thus, these rules giveegulations, the final regulations include
the proposed regulations have not beethe same weight to changes in then exception for transactions in which
included in the final regulations. Forprincipal amount as to changes in thehe new obligor acquires substantially
example, under the proposed regulainterest payments. The IRS and Treasurgll of the assets of the original obligor.
tions, whether the addition or deletion ofbelieve that the tax consequences of Bach exception must meet two require-
a put or call right is a significant change in the yield that results from aments. First, other than the substitution
modification depends on the value ofchange in the amounts payable shouldf a new obligor, the transaction must
the put or call. The significance of annot differ because of the characterizatiomot result in any alteration that would be
alteration of a put or call right dependsof the payments that are reduced aa significant modification but for the
on whether the alteration significantlyprincipal rather than interest. fact that it occurs by operation of the
affects the value of the right. The pro- For changes in the timing of pay-terms of the instrument. Second, the
posed regulations provide similar ruleaments (including any resulting change irtransaction must not result in a change
for the addition, deletion, or alterationthe amount of payments), the proposeth payment expectations. The final regu-
of a conversion or exchange right. Un+egulations contain a rule that an extenlations also provide that the substitution
der the proposed regulations, certaigsion of the final maturity of an instru- of a new obligor on a tax-exempt bond
changes in the types of payments undenent for the lesser of five years or 50is not a significant modification if the
a debt instrument (for example, apercent of the original term of thenew obligor is a related entity to the
change from a fixed rate debt instrumeninstrument is not a significant modifica- original obligor and the collateral secur-
to a variable rate or contingent paymention. Any other change in the timing ofing the instrument continues to include
debt instrument) are significant modifi- payments is subject to two rules. Undethe original collateral.
cations. These rules have not been irthe first rule, any material deferral of A change in payment expectations
cluded in the final regulations becauseayments is a significant modification.occurs if there is a substantial enhance-
the general significance rule providedJnder the second rule, any change iment or impairment of the obligor’'s
adequate guidance. terms designed to avoid the applicatiortapacity to meet its payment obligations
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under the instrument and the enhancensignificant adjustments would be charings be treated as such. The IRS and
ment or impairment results in a changecterized as significant, while otherTreasury believe that the standards used
to an adequate capacity from a speculanore economically dramatic changesinder § 1.1001-3 generally are appro-
tive capacity or vice versa. There is nowvould not be characterized as signifipriate for this purpose.
change in payment expectations, howeant). Accordingly, the final regulations In response to other comments, a
ever, if the obligor has at least ando not provide any bright-line rules sonumber of changes have been made to
adequate capacity to meet its paymerthat the significance of any change irbetter coordinate the final regulations
obligations both before and after thethe method under which payments araith municipal financing practices. The
modification. calculated is determined under the gerregulations clarify that state and local
The final regulations also apply theeral significance rule. bonds (other than those financing con-
payment expectations test to determine The final regulations adopt the rule ofduit loans) are treated as recourse obli-
whether the addition or deletion of athe proposed regulations that a changgations for purposes of determining
co-obligor is a significant modification. in the recourse nature of an instrumenivhether a maodification is significant.
Similarly, the final regulations provide is a significant modification, but limit State and local bonds financing conduit
that whether certain other modificationghis specific rule to changes from sub4oans are nonrecourse only if there is no
are significant is determined by refer-stantially all recourse to substantially allrecourse to either the actual issuer or the
ence to whether the modifications resulhonrecourse, or vice versa. If an instruconduit borrower. In the case of bonds
in a change in payment expectationsment is not substantially all recourse offinancing conduit loans, the final regula-
Those modifications include (i) the re-not substantially all nonrecourse eithetions clarify that the obligor of a tax-
lease, substitution, or addition of collat-before or after a modification, the sig-exempt bond is the entity that issues the
eral as security for a recourse debt, (iinificance of the modification is deter-bond and not the conduit borrower. The
the addition, deletion, or alteration of amined under the general significanceegulations note, however, that a trans-
guarantee or other credit enhancementule. The final regulations also provideaction between a holder of a tax-exempt
and (iii) a change in the priority of atwo exceptions. First, a maodificationbond and a conduit borrower may result
debt instrument. As under the proposethat changes a recourse debt instrumem an indirect modification of the tax-
regulations, a modification that releaseso a nonrecourse debt instrument is noéxempt bond.
substitutes, or adds a substantial amouat significant modification if the instru- E Other matters
of collateral as security for ament continues to be secured only by
nonrecourse debt instrument is a signifithe original collateral and the modifica- The preamble to the proposed regula-
cant modification. tion does not result in a change intions indicates that Notice 88-130
A number of commentators raisedpayment expectations. Second, #1988-2 C.B. 543), which provides spe-
questions regarding the circumstancedefeasance of a tax-exempt bond permitial rules for qualified tender bonds, will
under which the modification of a debtted by the terms of the instrumentcontinue to apply. The final regulations
instrument will require a determinationgenerally is not a significant modifica- continue this approach, and thus do not

of whether the modified instrument istion. apply for purposes of determining
debt or equity. Many expressed concer I whether tax-exempt bonds that are
that a deterioration in the financial con-%' Rules of application qualified tender bonds are reissued for

dition of the issuer between the date of The rules of application in the final purposes of sections 103 and 141
original issuance and the date of theegulations are similar to those in thethrough 150. The IRS and Treasury are
modification could lead to a determina-proposed regulations. In general, theeviewing the rules of Notice 88-130
tion that the modified instrument is notfinal regulations treat a series ofand intend to issue proposed regulations
debt for tax purposes. The final regulachanges of an instrument over time as an this subject under section 150. When
tions address this concern by providingingle change. To avoid the need tdhe final regulations are issued under
a rule that for purposes of this regula+etain information for all modifications section 150, the exclusion for qualified
tion, unless there is a substitution of &hat affect yield over the life of the debttender bonds in § 1.1001-3 will be
new obligor, any deterioration in theinstrument, however, the final regula-revised or eliminated as appropriate.
financial condition of the issuer is nottions add a rule that, for changes in the Also, as noted in the preamble to the
considered in determining whether theyield, modifications occurring more thanproposed regulations, a modification of
modified instrument is properly charac-five years earlier are disregarded. a debt instrument that results in an
terized as debt. The final regulations do not adopt theexchange under section 1001 does not
The final regulations also modify the suggestion of commentators that the&etermine if there has been an exchange
rules pertaining to the significance ofrules in § 1.1001-3 should not apply toor other disposition of an installment
changes in the method under whicttax-exempt bonds. These commentatorsbligation under section 453B. Whether
payments are calculated. The proposestated that, as a result of an interveningr not there has been an exchange or
regulations provide that a modificationchange in the Internal Revenue Codether disposition of an installment obli-
is significant if it results in a change (Code) or regulations, a significantgation is determined under the cases and
between the categories of fixed ratemodification could result in bonds thatrulings applicable to section 453B. Simi-
variable rate, and contingent paymentvere tax-exempt when issued ceasing tlarly, the fact that an alteration does not
instruments or if it changes the currencype tax-exempt bonds. Because mangonstitute a modification or a significant
in which payment under the debt instruchanges in the Code and regulationmodification does not preclude other tax
ment is made. The Treasury and the IR&ave been made applicable to refundingonsequences.
determined that such an approach wasonds, it is appropriate that changes to Simultaneously with the issuance of
both too broad and too narrow (i.e.,outstanding tax-exempt bonds that arghese final regulations, the IRS and
certain changes involving economicallyin substance, the equivalent of refundireasury are issuing temporary and pro-
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posed regulations under section 166Adoption of Amendments to the Regulaany deletion or addition, in whole or in
Those regulations allow taxpayers, irtions part, of a legal right or obligation of the
certain limited situations, to claim a . ._issuer or a holder of a debt instrument,
deduction for a partially worthless debt Accordingly, 26_ CFR part 1 IS nether the alteration is evidenced by
when the terms of a debt instrument ar@mended as follows: an express agreement (oral or written),
modified. Commentators on theT Pro-PART 1—INCOME TAXES cor]_duct of _the parties! or otherwise.
posed regulations noted that section 166 paragraph 1. The authority citation for (i) Alterations occurring by opera-
permits a deduction for a partiallypart 1 continues to read in part adion of the terms of a debt instrument.

worthless debt only in the year that theg|ows: Except as provided in paragraph (c)(2)
taxpayer makes a partial charge-off for aythority: 26 U.S.C. 7805 * * * of this section, an alteration of a legal
book accounting purposes. A significant pg, 2 ‘Section 1.1001-3 is added t&ight or obligation that occurs by opera-
modification of a debt instrument that,a5q as follows: tion of the terms of a debt instrument is
has been partially charged off may result not a modification. An alteration that
in the recognition of gain and an in-g 1.1001-3 Modifications of debt in-oOccurs by operation of the terms may
creased tax basis in the instrumenistruments. occur automatically (for example, an
Because the book charge-off is not re- annual resetting of the interest rate

versed, however, the taxpayer cannot (&) Scope—(1) In general. This sec- pased on the value of an index or a
take another charge-off, and thus thdéion provides rules for determining specified increase in the interest rate if
taxpayer cannot meet the requiremenhether a modification of the terms of athe value of the collateral declines from
for a deduction for a partially worthlessdebt instrument results in an exchangg specified level) or may occur as a
debt under section 166. In this situationfor purposes of § 1.1001-1(a). This seCresult of the exercise of an option
the temporary and proposed regulationdon applies to any modification of aprovided to an issuer or a holder to
deem the charge-off to have occurred di€bt instrument, regardless of the fornthange a term of a debt instrument.
the time of the significant modification ©f the modification. For example, this (2) Exceptions. The alterations de-

if certain requirements are met. section applies to an exchange of a neWcriped in this paragraph (c)(2) are
_ instrument for an existing debt instru-modifications, even if the alterations
Effective Dates ment, or to an amendment of an existingccur by operation of the terms of a

debt instrument. This section also apgebt instrument.
lies to a modification of a debt instru- (|) Change in Ob“gor or nature of

ent that the issuer and holder accomnstrument.An alteration that results in
lish indirectly through one or morethe substitution of a new obligor, the
ransactions with third parties. This secaddition or deletion of a co-obligor, or a
on, however, does not apply to ex-change (in whole or in part) in the
hanges of debt instruments betweefecourse nature of the instrument (from
holders. recourse to nonrecourse or from

Special Analyses ~ (2) Qualified tender bondsThis sec- nonrecourse to recourse) is a modifica-
tion does not apply for purposes oftion.

It has been determined that this Treadetermining whether tax-exempt bonds (i) Property that is not debt.An
sury decision is not a significant regulathat are qualified tender bonds are reisaiteration that results in an instrument or
tory action as defined in EO 12866.sued for purposes of sections 103 ang@roperty right that is not debt for federal
Therefore, a regulatory assessment is na41 through 150. income tax purposes is a modification
required. It also has been determined () General rule. For purposes of unless the alteration occurs pursuant to a
that section 553(b) of the Administrativeg 1.1001-1(a), a significant modifica-holder’s option under the terms of the
Procedure Act (5 U.S.C. chapter 5) andion of a debt instrument, within the instrument to convert the instrument into
the Regulatory Flexibility Act (5 U.S.C. meaning of this section, results in arequity of the issuer (notwithstanding
chapter 6) do not apply to these regulagxchange of the original debt instrumenparagraph (c)(2)(iii) of this section).
tions, and, therefore, a Regulatory Flexfor a modified instrument that differs (i) Certain alterations resulting from
ibility Analysis is not required. Pursuantmaterially either in kind or in extent. A the exercise of an optiorAn alteration
to section 7805(f) of the Internal Rev-modification that is not a significant that results from the exercise of an
enue Code, the notice of proposegnodification is not an exchange foroption provided to an issuer or a holder
rulemaking preceding these regulationgurposes of § 1.1001-1(a). Paragraph® change a term of a debt instrument is
was submitted to the Small Businesgc) and (d) of this section define thea modification unless—

Administration for comment on its im- term modificationand contain examples (A) The option is unilateral (as de-
pact on small business. illustrating the application of the rule.fined in paragraph (c)(3) of this sec-
Paragraphs (e) and (f) of this sectiortion); and

provide rules for determining when a (B) In the case of an option exercis-

The principal author of these regula-modification is a significant modifica- able by a holder, the exercise of the
tions is Thomas J. Kelly, Office of tion. Paragraph (g) of this section con-option does not result in (or, in the case
Assistant Chief Counsel (Financial Insti-tains examples illustrating the applica-of a variable or contingent payment, is
tutions & Products), IRS. However,tion of the rules in paragraphs (e) anchot reasonably expected to result in) a

The final regulation applies to alter-
ations of the terms of a debt instrumen
on or after September 24, 1996. Taxpay-
ers, however, may rely on this sectio
for alterations of the terms of a deb
instrument after December 2, 1992, an
before September 24, 1996.

Drafting Information

other personnel from the IRS and thef) of this section. deferral of, or a reduction in, any sched-

Treasury Department participated in (c) Modification definee—(1) In gen- uled payment of interest or principal.

their development. eral—(i) Alteration of terms.A modifi- (3) Unilateral option.For purposes of
L R cation means any alteration, includinghis section, an option is unilateral only
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if, under the terms of an instrument orenter into the agreement, even if thenay secure a release of the financial and restric-

under applicable law— change in the term is not immediatelyiVé covenants by placing in trust government
securities as collateral that will provide interest

(i) There does not exist at the timeeffective. and principal payments sufficient to satisfy all
the option is exercised, or as a result of (i) Closing conditions.If the parties scheduled payments on the bond. The corporation
the exercise, a right of the other party tacondition a change in a term of a debtemains obligated for all payments, including the
alter or terminate the instrument or putinstrument on reasonable closing condigontibution of adqg'ona'ﬁ.s‘?"“m'es to the trust if
the instrument to a person who is retions (for example, shareholder, regulags sament apligations. Undor Sgg;p;;rfo(sgsz
lated (within the meaning of sectiontory, or senior creditor approval, Ofrthis section, the option to defease the bond is a
267(b) or section 707(b)(1)) to the is-additional financing), a modification oc- unilateral option.
suer; curs on the closing date of the agree- (i) The alteratiqns occur by operation of t_he

(i) The exercise of the option doesment. Thus, if the reasonable closinqsr?asr;’ért:;hd(eck;t(z';‘sgf“fﬁf’s”tsgrc‘go?]redeiiccrLbzd
not require the consent or approval of—conditions do not occur so that thegease of the covenants is not a modification.

(A) The other party; change in the term does not become Example 6. Legal defeasancender the terms

(B) A person who is related to thateffeCtiVev a modification does not occur.of ahrecourse l?ond(i the issuer may secureba rellease
T . . ; of the financial and restrictive covenants by plac-
party (W'th'n the meaning of section (III) BankrUptCy proceEdmgS'lf a ing in trust government securities that will provide

267(b) or section 707(b)(1)), whether ochange in a term of a debt inStrum_en terest and principal payments sufficient to satisfy
not that person is a party to the instruOccurs pursuant to a plan of reorganizaail scheduled payments on the bond. Upon the

ment; or tion in a title 11 or similar case (within creation of the trust, the issuer is released from
; . the meaning of section 368(a)(3)(A)), &y recourse liability on the bond and has no
(C) A court or arbitrator; and g @E)A) obligation to contribute additional securities to the

(i) The exercise of the option doesMmodification occurs upon the effective, . "it ine trust funds are not sufficient to satisfy
not require consideration (other thargate of the plan. Thus, unless the plaghe scheduled payments on the bond. The release
incidental costs and expenses relating tBECOMES effective, a modification does;:athr? |(s:suzeri |sO?nth?slte;aeuC%r;nde;ﬁrébetguusn i;;ar:-
the exercise of the option), unless, oot occur. _ graph _(©)(2)() ’

: : (d) Examples. The following ex- Medification.
the issue date of the instrument, the {amples. owing Example 7. Exercise of an option by a holder
consideration is a de minimis amount, &MPples illustrate the provisions of paratar reduces amounts payabld) A financial
specified amount, or an amount that I'E0 (Y 008 SCRL, e o ne et tarma o e morgage e anc
pased. on .a formu.la that useS.ObJeC.tIVﬁ‘\terest rate to be reset every 49 days through anstitution has an option to decrease the interest
financial information (as defined in ayction by a remarketing agent. The reset of theate. The financial institution anticipates that, if
§ 1.446-3(c)(4)(ii)/ interest rate occurs by operation of the terms ofnarket interest rates decline, it may exercise this

i i _ the bond and is not an alteration described iroption in lieu of the mortgagor refinancing with

(4) Fallur-e o perfo_rm—(l) In_gen paragraph (c)(2) of this section. Thus, the reset odnother lender.
gral. T.he _fallure of an |ssue_r to pencormthe interest rate is not a modification. (i) The financial institution exercises the option
its obligations under a debt instrument is" gxample 2. Obligation to maintain collateral. to reduce the interest rate. The exercise of the
not itself an alteration of a legal right or The original terms of a bond provide that the bondoption results in a reduction in scheduled pay-
obligation and is not a modification. must be secured by a certain type of collateraments and is an alteration described in paragraph

" ) having a specified value. The terms also requiré€c)(2)(iii) of this section. Thus, the change in

(”). HOlder.S temporary forbearance.' the issuer to substitute collateral if the value of thenterest rate is a modification.

NOtVY|thStand|ng paragraph (c)(1) of thlsoriginal collateral decreases. Any substitution of Example 8. Conversion of adjustable rate to
section, absent a written or oral agreecollateral that is required to maintain the value offixed rate mortgage(i) The original terms of a
ment to alter other terms of the debthe collateral occurs by operation of the terms ofmortgage provide for a variable interest rate, reset
instrument, an agreement by the h0|deqne bondh a(n;i(zi)s nfot h:_:m aIterationTﬁescribe?] iamijnr(ljuallyhbased on ;hehvalue of an obrj;ective index.

. . .~ paragraph (c of this section. us, suc nder the terms of the mortgage, the mortgagor
to stay CO||QC'[IOH or tempo.rarlly WaIVe g hetitution of collateral is not a modification. may, upon the payment of a fee equal to a
an acceleration clause or similar default gxample 3. Alteration contingent on an act of aspecified percentage of the outstanding principal
right (including such a waiver following party. The original terms of a bond provide thatamount of the mortgage, convert to a fixed rate of
the exercise of a right to demand paythe interest rate is 9 percent. The terms alsinterest as determined based on the value of a
ment in full) is n%t a modiﬁcaﬁgnyprovide that, if the issuer files an effective regis-second objective index. The exercise of the option

. . tration statement covering the bonds with thedoes not require the consent or approval of any
!Jnless and until the_forbearance rémaingecyrities and Exchange Commission, the interegterson or create a right of the holder to alter the
in effect for a period that exceeds—rate will decrease to 8 percent. If the issueterms of, or to put, the instrument.

(A) Two years following the issuer’s registers the bond, the resulting decrease in the (i) Because the required consideration to exer-
initial failure to perform' and irrmlterist Crjate gccurs by operlation of ahe tel;mds otise thde opticr)]n is a specififedhamount fixed oln theI

L ! . . the bond and is not an alteration described inssue date, the exercise of the option is unilatera

(B) Any additional period during paragraph (c)(2) of this section. Thus, such as defined in paragraph (c)(3) of this section. The
which the parties conduct good faithdecrease in the interest rate is not a modificationconversion to a fixed rate of interest is not an
negotiations or during which the issuer Example 4. Substitution of a new obligor occur-alteration described in paragraph (c)(2) of this
is in a title 11 or similar case (asring by operation of the terms of the debtsection. Thus, the change in the type of interest

fined i . 368 3)(A instrument. Under the original terms of a bond rate occurs by operation of the terms of the
define 'n section (a)( ) )) issued by a corporation, an acquirer of substanfnstrument and is not a modification.

(5) Failure to exercise an optiorif a tially all of the corporation’s assets may assume Example 9. Holder's option to increase interest
party to a debt instrument has an optiorthe corporation’s obligations under the bond. Subrate. (i) A corporation issues an 8-year note to a
to change a term of an instrument, théte}ntlally all of the corpora_ltlon’s assets are_acbank in exchange for cash.‘Under_the terms of the
failure of the party to exercise thatquned b_y another corporation and the acquiringnote, the bank has the_ option to increase the rate

- . J. . corporation becomes the new obligor on the bondof interest by a specified amount upon a certain
option is not a modification. Under paragraph (c)(2)(i) of this section, thedecline in the corporation’s credit rating. The

(6) Time of modificati()ﬂ—(i) In gen- substitution of a new obligor, even though itbank’s right to increase the interest rate is a
eral. Except as provided in this para_ocg&;i;%/ogperanon of the terms of the bond, is ajo?ltlﬁt;arsiczgtrl]on as described in paragraph (c)(3)
graph (C)(G)’ ar_1 agreemer_]t to cha_nge gExampIe 5. Defeasance with release of cov- (ii) The credit rating of the corporation declines
term of a debt instrument is a modifica-enants (i) A corporation issues a 30-year, recoursebelow the specified level. The bank exercises its
tion at the time the issuer and holdebond. Under the terms of the bond, the corporatiomption to increase the rate of interest. The increase
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in the rate of interest occurs by operation of thethe significance of certain types ofments made to the issuer or to the

terms of the note and does not result in a deferr At ; . . ip
or a reduction in the scheduled payments or anarlnodlflcatlons. Paragraph (f) of this sec-holder as consideration for the modifica-

other alteration described in paragraph (c)(2) o¥'0n _ provides rules O_f_ ap_pllcatlon, In-tion); and

this section. Thus, the change in interest rate is ndluding rules for modifications that are (2) payments equal to the payments

a modification. effective on a deferred basis or upon th@, the modified debt instrument from
Example 10. Issuer's right to defer payment ofoccurrence of a contingency. the date of the modification

interest.A corporation issues a 5-year note. Under (1) General ruIe.Except as otherwise )

the terms of the note, interest is payable annuall / ]
at the rate of 10 percent. The corporation, howﬁrovIded n paragraphs (e)(2) thrc'thof

ever, has an option to defer any payment o(e)(G) of this se.ct.ionz a mOdiﬁQation is a
interest until maturity. For any payments that aresignificant modification only if, based
deferred, interest will compound at a rate of 129n g|| facts and circumstances, the Iegi

percent. The exercise of the option, which resultﬁghts or obligations that are altered an
in the deferral of payments, does not result fro

the exercise of an option by the holder. Theth€ deg'_'ee”to Whmp thety ?—re altﬁred arfiot taken into account in determining

exercise of the option occurs by operation of theeCOnomically signitficant. In making a - s -

terms of the debt instrument and is not a modificadetermination under this paragrapﬁhe_ yield _Ogl the moglf;)ed . instrument.

tion. , . (e)(1), all modifications to the debt (lV) Variable rate_ ebt Instruments.
Example 11. Holder's option to grant deferral of jy<triment (other than modificationsFOr purposes of this paragraph (e)(2),

payment(i) A corporation issues a 10-year note to . he annual vield of a variable rate debt
a bank in exchange for cash. Interest on the n0t§l"b]e_ct to paragraphs (e)(2) through (BPnstrument YS the annual yield of the
is payable semi-annually. Under the terms of th&f this section) are considered collec-

note, the bank may grant the corporation the rightively, so that a series of such modifica£auivalent fixed rate debt instrument (as

to defer all or part of the interest payments. Forions may be significant when consig-defined in § 1.1275-5(e)) which is con-
any payments that are deferred, interest will, . together although eachStrUCted based on the terms of the

compound at a rate 150 basis points greater than €9 1 . . instrument (either modified or unmodi-
- modification, if considered alone, would i X X
the stated rate of interest. fied, whichever is applicable) as of the

(i) The corporation encounters financial diffi- NOt be significant. e
culty and is unable to satisfy its obligations under (2) Change in yield—(i) Scope of date of the mOd_IfIC?‘tlc_m'
the note. The bank exercises its option under theyle, This paragraph (e)(2) applies to (3) Changes in timing of payments
note and grants the corporation the right to defeaebt instruments that provide for only(i) In general. A modification that

payments. The exercise of the option results in : . o ; .
right of the corporation to defer scheduled pay-%xed payments, debt instruments withchanges the timing of payments (includ

ments and, under paragraph (c)(3)(i) of this secalternative payment schedules subject tfig any resulting change in the amount
tion, is not a unilateral option. Thus, the alteration§ 1.1272—1(c), debt instruments thapf payments) due under a debt instru-
is described in paragraph (c)(2)(iii) of this sectiongrgyide for a fixed yield subject to ment is a significant modification if it

and is a modification. § 1.1272-1(d) (such as certain demantgsults in the material deferral of sched-

Example 12. Alteration requiring conserithe . .
original terms of a bond include a provision thatloans)' and variable rate debt instrutled payments. The deferral may occur

the issuer may extend the maturity of the bondnents. Whether a change in the yield ofither through an extension of the final
with the consent of the holder. Because amyother debt instruments (for example, dnaturity date of an instrument or
extension pursuant to this term requires the concontingent payment debt instrument) is dhrough a deferral of payments due prior

sent of both parties, such an extension does nqf: . ... . . : to maturity. The materiality of the defer-
occur by the exercise of a unilateral option (agIgmflcant modification is determined Y y

defined in paragraph (c)(3) of this section) and idinder paragraph (e)(1) of this sectionfal depends on .a” the facts and circum-
a modification. (i) In general.A change in the yield stances, including the length of the
Example 13. Waiver of an acceleration clauseof a debt instrument is a significantdeferral, the original term of the instru-
Under the terms of a bond, if the issuer fails tomodification if the yield computed un- ment, the amounts of the payments that
make a scheduled payment, the full prmmpalder paragraph (e)(Z)(III) of this sectionare deferred, and the time period be-

amount of the bond is due and payable immedi-"~ . . P
ately. Following the issuer's faiILFJ)rey to make avaries from the annual yield on thetween the modification and the actual

scheduled payment, the holder temporarily waivesinmodified instrument (determined as ofleferral of payments.
its right to receive the full principal for a period the date of the modification) by more (i) Safe-harbor period.The deferral

(B) Prepayment penaltyror purposes

this paragraph (e)(2)(iii), a commer-
cially reasonable prepayment penalty for
pro rata prepayment (as defined in
1.1275-2(f)) is not consideration for a
odification of a debt instrument and is

32}5‘;3% toonea“i’)‘f,‘v""ﬂ:;o’?sshh; f:t%b?;nthg dési;gr?;fthan the greater of— of one or more scheduled payments
financial resources. Under paragraph (c)()(ii) of (A) ¥a of one percent (25 basiswithin the safe-harbor period is not a
this section, the temporary waiver in this situationPOINts); or material deferral if the deferred pay-

is not a modification. The result would be the (B) 5 percent of the annual yield of ments are unconditionally payable no
same if the terms provided the holder with thethe ynmodified instrument (.05 x annualater than at the end of the safe-harbor
;'glht 1o ?eg‘a’.‘d the full p”l?c'pa' aﬁ“‘é“’l‘t Jhon thei;(ield) period. The safe-harbor period begins on
ailure of the issuer to make a scheduled payme! AN e . .

and, upon such a failure, the holder exercf.)se)é that (iii) Yield of the modified instru- the original due date of the first sched-

right and then waived the right to receive thement—(A) In general. The yield com- uled payment that is deferred and ex-

payment for one year. puted under this paragraph (e)(2)(iii) istends for a period equal to the lesser of
(e) Significant modificationsWhether the annual yield of a debt instrumentfive years or 50 percent of the original
the modification of a debt instrument iswith— term of the instrument. For purposes of

a significant modification is determined (1) an issue price equal to the ad+this paragraph (e)(3)(ii), the term of an
under the rules of this paragraph (e)justed issue price of the unmodifiedinstrument is determined without regard
Paragraph (e)(1) of this section providesnstrument on the date of the modificato any option to extend the original
a general rule for determining the sig-tion (increased by any accrued but unmaturity and deferrals of de minimis
nificance of modifications not otherwisepaid interest and decreased by any agayments are ignored. If the period
addressed in this paragraph (e). Pararued bond issuance premium not yetluring which payments are deferred is
graphs (e)(2) through (6) of this sectiortaken into account, and increased oless than the full safe-harbor period, the
provide specific rules for determiningdecreased, respectively, to reflect payunused portion of the period remains a
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safe-harbor period for any subsequento-obligor on a debt instrument is a (B) Obligor's capacity. The obligor’s
deferral of payments on the instrumentsignificant modification if the addition capacity includes any source for pay-
(4) Change in obligor or security- or deletion of the co-obligor results in ament, including collateral, guarantees, or
(i) Substitution of a new obligor onchange in payment expectations. If thether credit enhancement.
recourse debt instruments(A) In gen- addition or deletion of a co-obligor is (5) Changes in the nature of a debt
eral. Except as provided in paragraphpart of a transaction or series of relatednstrument—(i) Property that is not
(e)(4)()(B), (C), or (D) of this section, transactions that results in the substitudebt. A modification of a debt instru-
the substitution of a new obligor on ation of a new obligor, however, the ment that results in an instrument or
recourse debt instrument is a significantransaction is treated as a substitution gfroperty right that is not debt for federal
modification. a new obligor (and is tested undelincome tax purposes is a significant
(B) Section 381(a) transactionThe paragraph (e)(4)(i)) of this section rathemodification. For purposes of this para-
substitution of a new obligor is not athan as an addition or deletion of agraph (e)(5)(i), any deterioration in the
significant modification if the acquiring co-obligor. financial condition of the obligor be-
corporation (within the meaning of sec- (iv) Change in security or credit en- tween the issue date of the unmodified
tion 381) becomes the new obligorhancement-(A) Recourse debt instru- instrument and the date of modification
pursuant to a transaction to which secments.A modification that releases, sub-(as it relates to the obligor’s ability to
tion 381(a) applies, the transaction doestitutes, adds or otherwise alters theepay the debt) is not taken into account
not result in a change in payment expeceollateral for, a guarantee on, or otheunless, in connection with the modifica-
tations, and the transaction (other than form of credit enhancement for a re-tion, there is a substitution of a new
reorganization within the meaning ofcourse debt instrument is a significanbbligor or the addition or deletion of a
section 368(a)(1)(F)) does not result in anodification if the modification results co-obligor.
significant alteration. in a change in payment expectations. (i) Change in recourse nature(A)
(C) Certain asset acquisitionsThe (B) Nonrecourse debt instrumentd. In general. Except as provided in para-
substitution of a new obligor is not amaodification that releases, substitutesgraph (e)(5)(ii)(B) of this section, a
significant modification if the new obli- adds or otherwise alters a substantiathange in the nature of a debt instru-
gor acquires substantially all of theamount of the collateral for, a guaranteenent from recourse (or substantially all
assets of the original obligor, the transon, or other form of credit enhancementecourse) to nonrecourse (or substan-
action does not result in a change irfor a nonrecourse debt instrument is dially all nonrecourse) is a significant
payment expectations, and the transasignificant modification. A substitution modification. Thus, for example, a legal
tion does not result in a significantof collateral is not a significant modifi- defeasance of a debt instrument in
alteration. cation, however, if the collateral iswhich the issuer is released from all
(D) Tax-exempt bondsThe substitu- fungible or otherwise of a type whereliability to make payments on the debt
tion of a new obligor on a tax-exemptthe particular units pledged are unimporinstrument (including an obligation to
bond is not a significant modification if tant (for example, government securitiegontribute additional securities to a trust
the new obligor is a related entity to theor financial instruments of a particularif necessary to provide sufficient funds
original obligor as defined in sectiontype and rating). In addition, the substito meet all scheduled payments on the
168(h)(4)(A) and the collateral securingtution of a similar commercially avail- instrument) is a significant modification.
the instrument continues to include theble credit enhancement contract is ndbimilarly, a change in the nature of the
original collateral. a significant modification, and an im-debt instrument from nonrecourse (or
(E) Significant alteration. For pur- provement to the property securing aubstantially all nonrecourse) to recourse
poses of this paragraph (e)(4), a signifinonrecourse debt instrument does ndbr substantially all recourse) is a sig-
cant alteration is an alteration thatresult in a significant modification. nificant modification. If an instrument is
would be a significant modification but (v) Change in priority of debt.A not substantially all recourse or not
for the fact that the alteration occurs bychange in the priority of a debt instru-substantially all nonrecourse either be-
operation of the terms of the instrumentment relative to other debt of the issuefore or after a modification, the signifi-
(F) Section 338 election.For pur- is a significant modification if it results cance of the modification is determined
poses of this section, an election undein a change in payment expectationsunder paragraph (e)(1) of this section.
section 338 following a qualified stock (vi) Change in payment expecta- (B) Exceptions—(1) Defeasance of
purchase of an issuer’s stock does ndtons—(A) In general. For purposes of tax-exempt bondsA defeasance of a
result in the substitution of a newthis section, a change in payment expedax-exempt bond is not a significant
obligor. tations occurs if, as a result of a transacmodification even if the issuer is released
(G) Bankruptcy proceedings-or pur- tion— from any liability to make payments
poses of this section, the filing of a (1) There is a substantial enhanceunder the instrument if the defeasance
petition in a title 11 or similar case (asment of the obligor's capacity to meetoccurs by operation of the terms of the
defined in section 368(a)(3)(A)) by itselfthe payment obligations under a debbriginal bond and the issuer places in
does not result in the substitution of ainstrument and that capacity was primatrust government securities or tax-exempt
new obligor. rily speculative prior to the modification government bonds that are reasonably
(i) Substitution of a new obligor on and is adequate after the modification; oexpected to provide interest and principal
nonrecourse debt instrument$he sub- (2) There is a substantial impairmentpayments sufficient to satisfy the pay-
stitution of a new obligor on a of the obligor's capacity to meet thement obligations under the bond.
nonrecourse debt instrument is not gayment obligations under a debt instru- (2) Original collateral. A modifica-
significant modification. ment and that capacity was adequation that changes a recourse debt instru-
(iii) Addition or deletion of co- prior to the modification and is prima- ment to a nonrecourse debt instrument is
obligor. The addition or deletion of arily speculative after the modification. not a significant modification if the
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instrument continues to be secured onljor a modification to be significant, a of this section, the obligor of a tax-
by the original collateral and the modifi- modification of the same type that doesxempt bond is the entity that actually
cation does not result in a change imot result in a change in payment expecissues the bond and not a conduit bor-
payment expectations. For this purposéations is not a significant modification rower of bond proceeds. In determining
if the original collateral is fungible or under that rule. whether there is a significant modifica-
otherwise of a type where the particular (3) Cumulative effect of modifica-tion of a tax-exempt bond, however,
units pledged are unimportant (for ex-tions. Two or more modifications of a transactions between holders of the tax-
ample, government securities or finandebt instrument over any period of timeexempt bond and a borrower of a con-
cial instruments of a particular type andconstitute a significant modification if, duit loan may be an indirect modifica-
rating), replacement of some or all unitshad they been done as a single changéon under paragraph (a)(1) of this
of the original collateral with other units the change would have resulted in @ection. For example, a payment by the
of the same or similar type and aggresignificant modification under paragraphholder of a tax-exempt bond to a con-
gate value is not considered a change ife) of this section. Thus, for example, aduit borrower to waive a call right may
the original collateral. series of changes in the maturity of aesult in an indirect modification of the

(6) Accounting or financial cov- debt instrument constitutes a significantax-exempt bond by changing the yield
enants. A modification that adds, de- modification if, combined as a singleon that bond.
letes, or alters customary accounting ochange, the change would have resulted (ii) Recourse nature-(A) In general.
financial covenants is not a significantin a significant modification. The sig- For purposes of this section, a tax-
modification. nificant modification occurs at the timeexempt bond that does not finance a

(f) Rules of application-(1) Testing that the cumulative modification would conduit loan is a recourse debt instru-
for significance—(A) In general. be significant under paragraph (e) ofment.

Whether a modification of any term is athis section. In testing for a change of (B) Proceeds used for conduit loans.
significant modification is determinedyield under paragraph (e)(2) of thisFor purposes of this section, a tax-
under each applicable rule in paragraphsection, however, any prior modificationexempt bond that finances a conduit
(e)(2) through (6) of this section and, ifoccurring more than 5 years before thdoan is a recourse debt instrument unless
not specifically addressed in those rulesgjate of the modification being tested isboth the bond and the conduit loan are
under the general rule in paragrapldisregarded. nonrecourse instruments.

(e)(1) of this section. For example, a (4) Modifications of different terms. (C) Government securities as collat-
deferral of payments that changes th#lodifications of different terms of a eral. Notwithstanding paragraphs
yield of a fixed rate debt instrumentdebt instrument, none of which sepa{f)(6)(ii)(A) and (B) of this section, for
must be tested under both paragraphsitely would be a significant modifica- purposes of this section a tax-exempt
(e)(2) and (3) of this section. tion under paragraphs (e)(2) through (6pond that is secured only by a trust

(B) Contingent modifications.If a of this section, do not collectively con-holding government securities or tax-
modification described in paragraphsstitute a significant modification. For exempt government bonds that are rea-
(e)(2) through (5) of this section isexample, a change in yield that is not aonably expected to provide interest and
effective only upon the occurrence of asignificant modification under paragraphprincipal payments sufficient to satisfy
substantial contingency, whether or nofe)(2) of this section and a substitutiorthe payment obligations under the bond
the change is a significant modificationof collateral that is not a significantis a nonrecourse instrument.
is determined under paragraph (e)(1) omodification under paragraph (e)(4)(iv) (g) Examples. The following ex-
this section rather than under paragraphsf this section do not together result in aamples illustrate the provisions of para-
(e)(2) through (5) of this section. significant modification. Although the graphs (e) and (f) of this section:

(C) Deferred modifications.If a significance of each modification is de- Example 1. Modification of call right(i) Under
modification described in paragraphsermined independently, in testing a parthe terms of a 30-year, fixed-rate bond, the issuer

. . ) A e . L0 can call the bond for 102 percent of par at the end
(e)(4) and (5) of this section is effectiveticular modification it is assumed that e years or for 101 percent of par at the end of
on a substantially deferred basisall other simultaneous modifications2o years. At the end of the eighth year, the holder
whether or not the change is a signifi-have already occurred. of the bond pays the issuer to waive the issuer’s
cant modification is determined under (5) Definitions. For purposes of this g%hiﬁg g::LtZ?tEgnioﬁiftizgtizadt%fet!fssg?'tshcﬁgir{
paragraph (e)(1) of this section ratheseqtlon: . . rating is approximately the sam’e as when the bond
than under paragraphs (e)(4) and (5) of (i) Issuerand obligor are used inter- \as issued, but market rates of interest have
this section. changeably and mean the issuer of @eclined from that date.

(2) Modifications that are not signifi- debt instrument or a successor obligor. (i) The holder's payment to the issuer changes
cant. If a rule in paragraphs (€)(2) (ii) Variable rate debt instrumerand the yield on the bond. Whether the change in yield
through (4) of this section prescribes aontingent payment debt instrumenﬁ'l . s'?g'flcam modification depends on whether

: ) . ‘the yield on the modified bond varies from the
degree of change in a term of a debhave the meanings given those terms ifield on the original bond by more than the
instrument that is a significant modifica-section 1275 and the regulations thereshange in yield as described in paragraph (e)(2)(ii)
tion, a change of the same type but of ainder. of this section. o o
lesser degree is not a significant modifi- (ii) Tax-exempt bondneans a state (1 If the change in yield is not a significant

- L . modification, the elimination of the issuer’s call
cation under that rule. For example, ar local bond that satisfies the requiresight must also be tested for significance. Because
20 basis point change in the yield of aments of section 103(a). the specific rules of paragraphs (e)(2) through
fixed rate debt instrument is not a (iv) Conduit loan and conduit bor- (€)(6) of this section do not address this modifica-
significant modification under paragraphrower have the same meanings as iffo" the Ségn'f'ganceh of the m?dm::anofn must beh
(€)(2) of this section. Likewise, if a rule § 1.150-1(b). (1) of this section, . Jcrerel e of paragrap
in paragraph (e)(4) of this section re- (6) Certain rules for tax-exempt ‘Example 2. Extension of maturity and change in
quires a change in payment expectationsonds—(i) Conduit loans.For purposes yield. (i) A zero-coupon bond has an original
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maturity of ten years. At the end of the fifth year, ment, a purchaser of the building may assume theequirements of paragraph (e)(4)(i)(B) of this
the parties agree to extend the maturity for alebt and be substituted for the original obligor ifsection and is not a significant modification.
period of two years without increasing the statedhe purchaser has a specified credit rating and if Example 8. Substitution of credit enhancement
redemption price at maturity (i.e., there are nahe interest rate on the instrument is increased byontract. (i) Under the terms of a recourse debt
additional payments due between the original andne-half percent (50 basis points). The building ignstrument, the issuer’s obligations are secured by
extended maturity dates, and the amount due a&bld, the purchaser assumes the debt, and tkeletter of credit from a specified bank. The debt
the extended maturity date is equal to the amourihterest rate increases by 50 basis points. instrument does not contain any provision allow-
due at the original maturity date). (i) If the purchaser’s acquisition of the building ing a substitution of a letter of credit from a
(i) The deferral of the scheduled payment atdoes not satisfy the requirements of paragraphdifferent bank. The specified bank, however, en-
maturity is tested under paragraph (e)(3) of thige)(4)(i)(B) or (C) of this section, the substitution counters financial difficulty and rating agencies
section. The safe-harbor period under paragrapbf the purchaser as the obligor is a significaniower its credit rating. The issuer and holder agree
(e)(3)(ii) of this section starts with the date themodification under paragraph (e)(4)(i)(A) of this that the issuer will substitute a letter of credit from
payment that is being deferred is due. For thisection. another bank with a higher credit rating.
modification, the safe-harbor period starts on the (i) If the purchaser acquires substantially all of (i) Under paragraph (e)(4)(iv)(A) of this sec-
original maturity date, and ends five years fromihe assets of the original obligor, the assumptiotion, the substitution of a different credit enhance-
this date. All payments deferred within this periodof the debt instrument will not result in a signifi- ment contract is not a significant modification of a
are unconditionally payable before the end of theant modification if there is not a change inrecourse debt instrument unless the substitution
safe-harbor pe_znod. ThUS:_ the deferral of t_he PaYpayment expectations and the assumption does nasults in a change in payment expectations. While
ment at maturity for a period of two years is not aresylt in a significant alteration. the substitution of a new letter of credit by a bank
material deferral under the safe-harbor rule of () The change in the interest rate, if testedwith a higher credit rating does not itself result in
par_agr_a_ph (e)(3)(_"_) Of_ this section and thus is noY,qer the rules of paragraph (e)(2) of this sectiona change in payment expectations, such a substitu-
a significant modification. ) . would result in a significant modification. The tion may result in a change in payment expecta-
(iii) Even though the extension of maturity iS change in interest rate that results from thdions under certain circumstances (for example, if
not a significant modification under paragraphyansaction is a significant alteration. Thus, thethe obligor's capacity to meet payment obligations
(e)(3)(ii) of this section, the modification also yansaction does not meet the requirements ds dependent on the letter of credit and the
decreases the yield of the bond. The change !garagraph (e)(4)()(E) of this section and is asubstitution substantially enhances that capacity
yield must be tested under paragraph (e)(2) of thigignificant modification under paragraph from primarily speculative to adequate).
section. o ) (e)(#)()(A) of this section. Example 9. Improvement to collateral securing
Example 3. Change in yield resulting from Example 6. Assumption of mortgagé) A nonrecourse debtA parcel of land and its im-
reduction of principal.(i) A debt instrument issued oo, rse debt instrument is secured by a buildingerovements, a shopping center, secure a
at par has an original maturity of ten years anq,"conhection with the sale of the building, thenonrecourse debt instrument. The obligor expands
provides for the payment of $100,000 at maturity, , paser of the building assumes the debt and e shopping center with the construction of an
with interest payments at the rate of 10 percenEubstituted as the new obligor on the debt instruadditional building on the same parcel of land.
payable at the end of each year. At the end of thg, ¢ g purchaser does not acquire substantialjfter the construction, the improvements that
fifth year, and after the annual payment of |nteresta{| of the assets of the original obligor. Secure the nonrecourse debt include the new
the issuer and holder agree to reduce the amoun (i) The transaction does not satisfy any of thebuilding. The building is an improvement to the
payable at maturity to $80,000. The annual Interest, -eptions set forth in paragraph (e)(4)(i)(B) orProperty securing the nonrecourse debt instrument
rate remains at 10 percent but is payable on thee "ot il oo Thus, the substitution of theand its inclusion in the collateral securing the debt
reduced principal. o purchaser as the obligor is a significant modificaiS ot a significant modification under paragraph
(i) In applying the change in yield rule of yo " \je haragraph (e)(4)(i)(A) of this section. ()(4)(v)(B) of this section.
paragraph (e)(2) of this section, the yield of the™™ . ! h) Effecti d Thi .
instrument after the modification (measured from (i) Section 1274(c)(4), however, provides that (h) Effective date.This section ap-
the date that the parties agree to the modificatioff @ debt instrument is assumed in connection wittplies to alterations of the terms of a debt
to its final maturity date) is computed using theth€ sale or exchange of property, the assumption fstryment on or after September 24,
adjusted issue price of $100,000. With four annual'ot taken into account in determining if sect|(:rr]1;996_ Taxpayers, however, may rely on

ayments of $8,000, and a payment of $88,000 ak274 applies to the debt instrument unless g : )
Ay, the yield on the netrument after the!€rms and conditions of the debt instrument ardhis section for alterations of the terms

modification for purposes of determining if there Modified in connection with the sale or exchangeof a debt instrument after December 2,
has been a significant modification under paraBecause the purchaser assumed the debt instr§992 and before September 24, 1996.

graph (e)(2)(i) of this section is 4.332 percentMent in connection with the sale of property and
Thus, the reduction in principal is a significantthe debt instrument was not otherwise modified,

modification. the debt instrument is not retested to determine Margaret Milner Richardson,
Example 4. Deferral of scheduled interest payWhether it provides for adequate stated interest. Commissioner of Internal Revenue.

ments.(i) A 20-year debt instrument issued at par Example 7. Substitution of a new obligor in
provides for the payment of $100,000 at maturitysection 381(a) t_ransactior(i) The interest rate on Approved:
with annual interest payments at the rate of 1@ 30-year debt instrument issued by a corporation
percent. At the beginning of the eleventh year, th@rovides for a variable rate of interest_tha_t is reset Leslie Samuels
issuer and holder agree to defer all remaininginnually on June 1st based on an objective index. Assistant S t fthe T ’
interest payments until maturity with compound- (i) In the tenth year, the issuer merges (in a Ssistant secretary o e lreasury.
ing. The yield of the modified instrument remainstransaction to which section 381(a) applies) intqrijjeq by the Office of the Federal Register on
at 10 percent. another corporation that becomes the new obligole 25, 1996, 8:45 a.m., and published in the
(i) The safe-harbor period of paragraphon the debt instrument. The merger occurs on Jungg e of the Federal Register for June 26, 1996, 61
(e)(3)(ii) of this section begins at the end of thelst, at which time the interest rate is also reset by p 32926)
eleventh year, when the interest payment for thaoperation of the terms of the instrument. The new
year is deferred, and ends at the end of thénterest rate varies from the previous interest rate
sixteenth year. However, the payments deferrelly more than the greater of 25 basis points and : L
during this period are not unconditionally payablepercent of the annual yield of the unmodifiedgectlon 3221.—Rate of Tax
by the end of that 5-year period. Thus, the deferrainstrument. The substitution of a new obligor does . .
of the interest payments is not within the safenot result in a change in payment expectationsDeu_a|'m|nat|0n of _Qua-rtQHY_Rate of
harbor period. (iii) The substitution of the new obligor occurs EXCise Tax for Railroad Retirement
(i) This modification materially defers the in a section 381(a) transaction and does not resuupplemental Annuity Program
payments due under the instrument and is @ a change in payment expectations. Although the
significant modification under paragraph (e)(3)(i)interest rate changed by more than the greater of In accordance with directions in Sec-
of this section. 25 basis points and 5 percent of the annual yielgion 3221(c) of the Railroad Retirement
Example 5. Assumption of mortgage with in-of the unmodified instrument, this alteration did .
crease in interest rate(i) A recourse debt instru- not occur as a result of the transaction and is not Iax Act (.26 U.S.C. 3221(c)), the R.a"_
ment with a 9 percent annual yield is secured bsignificant alteration under paragraph (e)(4)()(E)0ad Retirement Board has determined
an office building. Under the terms of the instru-of this section. Thus, the substitution meets théhat the excise tax imposed by such
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Section 3221(c) on every employer, withhas determined that for the quarter beginbe credited to the Railroad Retirement
respect to having individuals in hisning July 1, 1996, 33.4 percent of theSupplemental Account.

employ, for each work-hour for which taxes collected under Sections 3211(b) pateq May 29, 1996.

compensation is paid by such employeand 3221(c) of the Railroad Retirement

for services rendered to him during theTax Act shall be credited to the Railroad Beatrice Ezerski,

quarter beginning July 1, 1996, shall beRetirement Account and 66.6 percent of Secretary to the Board.

at the rate of 34 cents. the taxes collected under such Section led by the Office of the Federal Register on
In accordance with directions in Sec-3211(b) and 3221(c) plus 100 percent oﬁne 5, 1996, 8:45 a.m., and published in the issue

tion 15(a) of the Railroad Retirement Actthe taxes collected under Section 3221 (df the Federal Register for June 6, 1996, 61 F.R.
of 1974, the Railroad Retirement Boardof the Railroad Retirement Tax Act shall28911)
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Part Ill . Administrative, Procedural, and Miscellaneous

26 CFR 601.201: Rulings and determinationing may be provided by qualified mort- at 301-251-5154. The Internal Revenue

'(eAtlt;;S'Pan | Sections 25 103 143 1.25_47929€ bonds. Section 25(c)(2)(A)(iii)(IV) Service annually publishes only the me-

_ _ provides that recipients of mortgagedian gross income for the United States.
1.103-1, 6a.103A-2.) : o .

credit certificates must meet the income .07 The most recent nationwide aver-
Rev. Proc. 96-37 requirements of § 143(f). Generally, un-age purchase prices and average area
SECTION 1. PURPOSE der § § 143(f)(1) and 25(c)(2)(A)(iii)- purchase price safe harbor limitations

(IV), these income requirements are melvere published on September 6, 1994,
This revenue procedure providesonly if all owner-financing under a in Rev. Proc. 94-55, 1994-2 C.B. 716.
guidance concerning the United Stategualified mortgage bond and all certified
and area median gross income figuregldebtednessgan%ounts under a mortgag?eECT'ON 3. APPLICATION
that are to be used by issuers of qualicredit certificate program are provided 01 When computing the housing
fied mortgage bonds, as defined ino mortgagors whose family income iscostiincome ratio under § 143(f)(5), is-
§ 143(a) of the Internal Revenue Code115 percent or less of the applicablesyers of qualified mortgage bonds and
and issuers of mortgage credit certifiimedian family income. Under morigage credit certificates must use
cates, as defined in § 25(c), in comput§ 143(f)(6), the income limitation is $41 600 as the median gross income for
ing the housing cost/income ratio deteduced to 100 percent of the applicablgne United States. See section 2.06 of

scribed in § 143(f)(5). median family income if there are fewerthis revenue procedure.
SECTION 2. BACKGROUND than three individuals in the family of _02 When c_omputing the housing
the mortgagor. cost/income ratio under § 143(f)(5), is-

.01 Section 103(a) provides that, ex- .04 Se(ition 1143(f)(4) provides thatgyers of qualified mortgage bonds and
cept as prowdeq in § _103(b), grosghe te“rm applicable median family in- mortgage credit certificates must use the
income does not include interest on angome” means the greater of (A) the aregyrea median gross income figures re-
state or local bond. Section 103(b)(l)ne'd|an gross income for the area inggsed by HUD on December 14, 1995.
prowde;s that § _1_03(a) shall not apply towhich j[he re5|d_ence is Ioc_ated or (B) thesge section 2.06 of this revenue proce-
any private activity bond that is not astatewide median gross income for thg e
“qualified bond” within the meaning of state in which the residence is located.

§ 141. Section 141(e) provides that the .05 Section 143(f)(5) provides for anSECTION 4. EFFECT ON OTHER

term “qualified bond” includes any pri- upward adjustment of the income limita-REVENUE PROCEDURES

vate activity bond that (1) is a qualifiedtions in certain high housing cost areas.

mortgage bond, (2) meets the volum&Jnder 8§ 143(f)(5)(C), a high housing -01 Rev. Proc. 95-32, 1995-26 |.R.B.
cap requirements under § 146, and (3jost area is a statistical area for whicﬁs’ IS obsolete except as provided in
meets the applicable requirements undehe housing cost/income ratio is greate?ecuon 5,'02 of this revenue procedure.
§ 147. than 1.2. The housing cost/income ratio -02 This revenue procedure does not

.02 Section 143(a)(1) provides thais determined under § 143(f)(5)(D) byaffect the effective date provisions of
the term “qualified mortgage bond” dividing (a) the applicable housing priceReV' Rul. 8.6_124' 1986-2 C.B. 27.
means a bond that is issued as part of @tio by (b) the ratio that the areaThc_’Se effecpve date provisions will re-
“qualified mortgage issue”. Section median gross income bears to the mdl&in operative at least until the Service
143(a)(2)(A) provides that the termdian gross income for the United StatesPublishes a new revenue ruling that
“qualified mortgage issue” means anThe applicable housing price ratio is theconforms the approach to effective dates
issue of one or more bonds by a state atew housing price ratio (new housingSet forth in Rev. Rul. 86-124 to the
political subdivision thereof, but only if average purchase price for the aregeneral approach taken in this revenue
(i) all proceeds of the issue (exclusivedivided by the new housing averageProcedure.
of _issuance costs and a reasona_bly r@urchqsg price fqr the_Uniteo_I Stat_es_) OBECTION 5. EFFECTIVE DATES
quired reserve) are to be used to financthe existing housing price ratio (existing
owner- occupied residences; (ii) the ishousing average area purchase price .01 Issuers must use the United States
sue meets the requirements of subsedivided by the existing housing averageand area median gross income figures
tions (c),(d),(e),(®,(9),(h),(i), and (m)(7) purchase price for the United States)specified in section 3 of this revenue
of § 143; (iii) the issue does not meetwhichever results in the housing costprocedure for commitments to provide
the private business tests of paragraphiecome ratio being closer to 1. Thisfinancing that are made, or (if the
(1) and (2) of § 141(b); and (iv) with income adjustment applies only to bondpurchase precedes the financing commit-
respect to amounts received more thaissued and nonissued bond amount®ent) for residences that are purchased,
10 years after the date of issuanceglected after December 31, 1988. in the period that begins on December
repayments of $250,000 or more of .06 The Department of Housing andl4, 1995, the date HUD released the
principal on financing provided by the Urban Development (HUD) has com-income figures, and ends on the date
issue are used not later than the close giuted the median gross income for thavhen these United States and area me-
the first semi-annual period beginningUnited States, the states, and statisticalian gross income figures are rendered
after the date the prepayment (or comareas within the states. The incomebsolete by a new revenue procedure.
plete repayment) is received to redeennformation was released to the HUD .02 Notwithstanding section 5.01 of
bonds that are part of the issue. regional offices on December 14, 1995this revenue procedure, issuers may con-

.03 Section 143(f) imposes eligibility and may be obtained by calling thetinue to rely on the United States and
requirements concerning the maximunHUD reference service at 1-800-245-area median gross income figures speci-
income of mortgagors for whom financ-2691, or, in the Washington, D.C., areafied in Rev. Proc. 95-32 with respect to
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bonds originally sold and nonissuedDRAFTING INFORMATION (Financial Institutions and Products).
bond amounts elected not later than For further information regarding this
August 14, if the commitments or pur- The principal author of this revenuerevenue procedure contact Ms.
chases described in section 5.01 arprocedure is Patricia M. Monahan ofMonahan on (202) 622-3219 (not a
made not later than October 14, 1996the Office of Assistant Chief Counseltoll-free call).
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Part IV. Items of General Interest

Processing of Returns Filed by The principal author of this announce-(Filed by the Office of the Federal Register on
Exempt Organizations to be ment is Thomas J. Miller of the Exempt.]une 3, 1996, 8:45 a.m., and published in the issue
" ) . . LU . of the Federal Register for June 4, 1996, 61 F.R.
Centralized in the Ogden Service Organizations Division, Projects Branch28053)
Center 1. For further information regarding this
announcement contact Mr. Miller on
Proposed Amendments to the

Announcement 96-63 (202) 622-7867 (not a toll-free Ca”)'ReguIations on the Determination

Internal Revenue Service return pro- : : . of Interest Expense Deduction of
cessing of information and tax returnsocsine and Diesel Fuel Excise Foreign Corporations and Branch

. o ; STax; Registration Requirements; i . i
filed by tax-exempt organizations is be'Cor’rect?on q ; Profits Tax; Correction
ing centralized into the Ogden Service

Center. The centralization will be in two Announcement 96-64
stages. Beginning July 1, 1996, the AGENCY: Internal Revenue Service

Ogden Service Center will assume th IF?SE)N%EaéTremal Revenue Service(rs), Treasury.
responsibility for processing exempt or- ' 4 ACTION: Correction to notice of pro-

ganization returns nor.maIIy filed in theACTION: Correction to final regula- posed rulemaking.
Fresno and Cincinnati Service Centerdions. SUMMARY: This d )

inni . This document contains a
Also beginning July 1, 1996, the Ogde.nSUMMARY: This document contains

Service Center will assume responsibil: - , , correction to the notice of proposed
ity for prining and monitoring the corrections to final regulations (TD yylemaking (INTL-0054-95 [1996-14

. .~ 8659 [1996-16 I.R.B. 4 hich i i i
Supplemental Group Ruling Information [ ) which were |.R.B. 39]) which was published in the

o , _published in the Federal Register folfrederal Register for Friday, March 8,
listings, which are sent to parent organiThyrsday, March 14, 1996 (61 FR1096 (61 I%R 9377). Thg notice of

zations to assist them in notifying thejp450). The final regulations relate toproposed rulemaking relate to the deter-
Service of chan_ges to their subordinatghe taxes on gasoline and diesel fuelination of the interest expense deduc-
groups as required by Revenue Procqeflecting and implementing certainton of foreign corporations, and the
dure 80-27, 1980-1 C.B. 677. changes made by the Omnibus Budg&iranch profits tax. '
Beginning January 1, 1997, theReconciliation Act of 1993. FOR FURTHER INFORMATION

Ogden Service Center will assume the-rrecTiVE DATE: March 14. 1996 s ; .
responsibility for processing exempt or- : . - CONTACT: Ahmad Pirasteh or Richard

ganization returns normally filed in all FOR FURTHER INFORMATION r'mieg)zoz) 622-3870 (not a toll-free
other service centers. The forms that areONTACT: Frank Boland (202) 622- :

Announcement 96-65

being centralized in the Ogden Service3130 (not a toll-free number). SUPPLEMENTARY INFORMATION:
Center are Form 990, Form 990-C .

Form 990-EZ, Form 990-PF, FormSUPPLEMENTARY INFORMATION: Background

990-T, Form 1041-A, Form 4720, Formgackground The notice of proposed rulemaking

5227, Form 5578, and Form 5768. i i i
. The final regulations that are subjectl@t iS subject to these corrections are
Forms 990-BL and 6069 will con- to these corrections are under sectio nder sections 882 and 884 of the
tinue to be filed and processed in the I-(l%nternal Revenue Code.

Cincinnati Service Center. Any form noté%%t and 4101 of the Internal Revenu

listed above should be filed at the Need for Correction
service center listed in the form’s in-Need for Correction As published, the proposed rulemak-
struction as the appropriate service cen- ing contains errors that are in need of

As published, [TD 8659] contains

ter for the area in which the exempt : e
errors that are in need of clarification.

organization is located.

Exempt organizations that normallyCgorrection of Publication
file any of the covered forms at the ) L i Accordingly, the publication of the
Fresno or Cincinnati Service Centers Accordingly, the publication of final ,on0sed ruiemaking which is the sub-
should, though they are not required tofégulations which are the subject of FRgct of FR Doc. 96-5264 is corrected as
file at the Ogden Service Center beginboc. 96-5586 is corrected as followskg|iows:
ning July 1, 1996, using the foIIowing§ 48.4101~1 [Corrected] 1. On page 9378, .in the preamble
address: Internal Revenue Service, under column 2, following the paragraph
Ogden, UT 84201. Exempt organization On page 10460, column 2, paragrapheading“B. Hedging transactions; line
returns that are filed at the Fresno off)(3)(ii)(D), lines 4 and 5 are correctede, the language “case may be, the
Cincinnati Service Centers between Julpy merging the two lines to read “para-amount of their U.S.” is corrected to
1, 1996, and January 1, 1997, will begraph (j) of this section, without regardread “case may be, the amount of its

clarification.

Correction of Publication

forwarded to the Ogden Service Centetto”. u.s.”.

Exempt organization forms and instruc-

tions will contain the new submission Cynthia E. Grigshy, 8 1.882-5 [Corrected]

address when the 1996 editions of the Chief, Regulations Unit 2. On page 9379, column 3,
forms and instructions are printed. Assistant Chief Counsel (Corporate).§ 1.882-5 (d)(6)Example 4(i), line 18,
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the language “liabilities of 90x U.S. Dentistry for Friends in Need Inc., Massillon ASA Girls Softball Associa-

dollars and 1000 x” is corrected to read Beavercreek, OH tion, Massillon, OH
“liabilities of 90x U.S. dollars and Euclid Black Caucus, Euclid, OH Matawan-Aberdeen Baseball League,
1000x". Family Planning Council of Nebraska, Matawan, NJ
Inc., Grand Island, NE Memorial Day Weekend Salute to Veter-
§ 1.884-1 [Corrected] Fayette County Drug Alliance Families ans Celebration, Columbia, MO
3. On page 9380, column 3, inAction Inc., Somerville, TN Mental Health Programs Inc. VII, Cam-
§ 1.884-1 (d)(2)(xi),Example 8. last Fighting Chance for Children Inc., bridge, MA
line, the |anguage “from securities) of Omaha, NE Miracle on Caney Creek, Inc., Lexing-
the value of the securities.” is correctedFlint Police Athletic League (PAL), ton, KY
to read “from securities) of the amount Flint, Ml Montgomery Area Sports Hall of Fame
of the securities.”. Forty for the Future Inc., Research Tri- Inc., Montgomery, AL
angle Park, NC Mount Zion Institute for New Growth,
Cynthia E. Grigsby, Friends of David Walker Inc., Lansing, MI
Chief, Regulations Unit _ Wilmington, NC Mountain View Parent Teacher Organi-
Assistant Chief Counsel (Corporate) Gastonia Sister Cities Committee Inc., zation PTO, Morganton, NC
Gastonia, NC Muncie Urban Enterprises Assocation,

(Filed by the Office of the Federal Register on ; ; ;
June 3, 1996, 8:45 a.m., and published in the s entry High School Academic Booster Inc., Muncie, IN

of the Federal Register for June 4, 1996, 61 F.R, Club, Gentry, AR Nashville Waldorf Assoc., Nashville, TN
28118) Great Lakes Aquarium & Research CenNeuse River Community Development
ter Inc., Muskegon, Ml Corp Inc., New Bern, NC
Foundations Status of Certain Greater Atlanta Billy Graham CrusadeNew Charlotte Corp., Charlotte, NC
Organizations Inc., Atlanta, GA New Horizons of Tennessee, Nashville,
Greater Mount Airy Emergency Rescue TN
_ Squad Inc., Mount Airy, NC New Writers Forum Inc., Lexington

Announcement 96-66 Greater White Stone Missionary Baptist Park, MD

The following organizations have Church Fdn Inc., Memphis, TN North Carolina Assoc. of Colleges and
failed to establish or have been unabl&resham Environmental Center Inc., Universities Inc., Greensboro, NC
to maintain their status as public chari- Knoxville, TN North Rowan High Booster Club, Spen-
ties or as operating foundations. AccordHamilton County Leadership Academy cer, NC
ingly, grantors and contributors may not, |nc., Carmel, IN Nova Vida, Inc., Charlotte, Mi
after this date, rely on previous rulingsHeavens Grocery Store Inc., LithoniaOxford Area Foundation for the En-
or designations in the Cumulative List GA hancement of Public Education, Ox-
of Organizations (Publication 78), or onHjywassee Dam Eagle Booster Club, ford, Mi
the presumption arising from the filing  pmurphy, NC Ozark Depot Area Museum Inc.,

of notices under section 508(b) of theqg|land Village, Inc., Jersey City, NJ _Charleston, AR
Code. This listing doesiot indicate that Hopkinsville Christian Cty Youth Options for Community Living,

the organizations have lost their status | gague, Inc., Hopkinsville, KY Kalamazoo, Mi

as organizations described in sectiolyow |nc. Toledo, OH Page Band Boosters Inc., Greensboro,
501(9)(3).' eligible to receive dedUCthIeHoward University Alumni Association- NC

contributions. Atlanta Club. Atlanta. GA Paradigm Counseling Center of West

. - - ; Michigan, Inc., Manistee, M
Former Public Charities The follow- Human Growth Corporation, NaShV'”e’Partners in'Parenting, Oxford, NC

ing organizations (which have been TN .

treated as organizations that are ndnternational Photographic Arts FOUnda—gfgitﬁﬁeﬂon;fé’-vl\?ecé’ iggzi?atfoor:mﬁhy |

private foundations described in section tion Inc., Camden, ME Plainfield. IN , )

509(a) of the Code) are now classifiedowa Education Coalition, Newton, IA Professiona{l Medical Education Assoca-

as private foundations: Johnston County Finance Corp., tion, Inc., Grove City, OH

Alternatives for Area Youth, P.O. Box Smithfield, NC Projeét Ou.freach of Cljmberland County
571, Manistee, Ml Kentuckians for Informed Decisions, Inc.. Crossville. TN

American Friends of Machon Hasbara, Inc., Frankfort, KY iy !

— . Prophetic Christian Ministries Associa-
940 Leader Bldg., Cleveland, OHKentucky World Organization of China tign Inc.. Toledo. OH

Awakenings, Inc., Southgate, Ml Painters, Inc., Nicholasville, KY Quail Unlimited Inc., Laurinburg, NC

Blanchester Friends Housing, Inc.Kids for Progress Inc., Mobile, AL Raintree Home, Inc., Canton, MI
Wilmington, OH Kimberly House, High Point, NC Raishis Chochma, Lakewood, NJ

Christian  Koinonia, Inc., Miami, FL Lawrence Kiwanis Sunrise Inc. ScholarRecovery Systems Inc., Chattanooga,

Chrysalis Systems, Inc., Oakland, MI ship Foundation, Lawrence, IN N

City Lutherans in Action, Chicago, IL Learning Care, Inc., Lansing, Ml Rhode Island AFC Inc., Detroit, Ml

Clinton County Family Resource Centerlife Management Inc., Cleveland, TNRichmond County Health Foundation
Inc., Saint John, Ml Lonesome Pine Special Trail Corp, Inc., Rockingham, NC

Columbus Metro Soccer Association, Bristol, VA Robert P. Kellam Scholarship Founda-
Dublin, OH LSAA, Marquette, Ml tion Inc., Owings Mills, MD

Covenant Blu Community Development,Marcel Moyse Society Inc., Baltimore, Rotary Club of Effingham Foundation
St. Louis, MO MD Inc., Rincon, GA
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Saint Luke Outreach Inc., Laurinburg,Stone Creek Ministries, Creal Springs, If an organization listed above sub-

NC IL mits information that warrants the re-
S C O G Child Development Center,Teamster Retiree Housing of St. Louisnewal of its classification as a public
Chicago, IL Inc., Beachwood, OH charity or as a private operating founda-
Scouts Center, Inc., Converse, IN Tiffin Area Babe Ruth League, Inc., tion, the Internal Revenue Service will
Shoreview Arden Hills Loins Club  Tiffin, OH issue a ruling or determination letter

School District 621 Fdtn, Fridley, MN Time Corners Optimist Foundation ofWith the revised classification as to
Sociedad Biblica De Puerto Rico E Islas Fort Wayne Indiana, Inc., Fort Wayne,foundanon status. Grantors and contribu-

Virgenes Inc., Bayamon, PR IN tors may thereafter rely upon such rul-
Southern Michigan Association for theVegan Action Incorporated, Madison,"d Of determination letter as provided
Education Of Young Children, Jack- WI in section 1.509(a)-7 of the Income Tax

Regulations. It is not the practice of the

son, Ml War Cloud—Lone Wolf Foundation, g oo™ nnounce such revised classi-
SRI-Lanka Ranga Kala Kavaya, Wash- Inc., Cleveland, OH fication of foundation status in the Inter-
ington, DC We Care Network, Inc., Columbus, OHnaI Revenue Bulletin.
Steps to Potentials, Ludington, Ml Whitely Productions Inc., Mentor, OH
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Announcement of the Disbarment, Suspension, and Consent to Voluntary
Suspension of Attorneys, Certified Public Accountants, Enrolled Agents and
Enrolled Actuaries From Practice Before the Internal Revenue Service

Under 31 Code of Federal Regulaenue Service matter from directly oraccountant, enrolled agent or enrolled
tions, Part 10, an attorney, certified pubindirectly employing, accepting assis-actuary and date or period of suspen-
lic accountant, enrolled agent or enrolledance from, being employed by, or sharsion. This announcement will appear in
actuary, in order to avoid the institutioning fees with, any practitioner disbarredthe weekly Bulletin at the earliest practi-
or conclusion of a proceeding for hisor suspended from practice before theable date after such action and will
disbarment or suspension from practicénternal Revenue Service. continue to appear in the weekly Bulle-
before the Internal Revenue Service, To enable attorneys, certified publictins for five successive weeks or for as
may offer his consent to suspensioraccountants, enrolled agents and emmany weeks as is practicable for each
from such practice. The Director ofrolled actuaries to identify practitionersattorney, certified public accountant, en-
Practice, in his discretion, may suspendinder consent suspension from practiceolled agent or enrolled actuary so sus-
an attorney, certified public accountantbefore the Internal Revenue Service, thepended and will be consolidated and

enrolled agent or enrolled actuary inDirector of Practice will announce in thepublished in the Cumulative Bulletin.
accordance with the consent offeredinternal Revenue Bulletin the names and The following individuals have been

Attorneys, certified public accoun- addresses of practitioners who havelaced under consent suspension from
tants, enrolled agents and enrolled actbeen suspended from such practice, thefgractice before the Internal Revenue
aries are prohibited in any Internal Rev-designation as attorney, certified publicService:

Name Address Designation Date of Suspension

Bruender, Lawrence Lesueur, MN Attorney Indefinite from April 18, 1996
Pallman, James J. New Haven, CT CPA April 19, 1996 to October 18, 1996
Pribble Jr., William C. Minneapolis, MN Attorney Indefinite from May 1, 1996

Pyburn, Richard E. Downers Grove, IL CPA May 1, 1996 to October 31, 1997
Scalise, James J. New Britain, CT Attorney May 1, 1996 to July 31, 1996
Kieldaisch, Dale W. Manteno, IL CPA May 1, 1996 to October 31, 1996
Ogorek, Charolotte F. Park Ridge, IL CPA May 3, 1996 to July 2, 1996
Korman, Steven B. Mulford, CT CPA May 3, 1996 to February 2, 1997
Myers, Donald L. Olney, MD CPA May 7, 1996 to May 6, 1998
Sharrett, William R. Paradise, CA Enrolled Agent May 8, 1996 to November 7, 1996
Cornwell, Douglas S. Norwalk, CT CPA May 10, 1996 to November 9, 1996
Chang, Sun Kun McLean, VA Enrolled Agent May 13, 1996 to July 12, 1996
Cariveau, Stewart Minneapolis, MN CPA May 30, 1996 to August 29, 1996
Carter, Gary E. Ashdown, AR CPA June 1, 1996 to August 31, 1996
Underwood, Wendell L. Sedalia, MO CPA June 1, 1996 to July 31, 1996
Candiloro, James A. Glastonbury, CT CPA June 1, 1996 to November 30, 1996
Schwartz, Leonard J. Danbury, CT Enrolled Agent June 1, 1996 to February 28, 1997
Forrester, Donald F. Fairfield, OH CPA Indefinite from June 4, 1996

Shade, Stephen E.

Clearwater, FL

Enrolled Agent

June 8, 1996 to May 7, 1997

Woods, James G. Huntington, CT CPA July 1, 1996 to June 30, 1997
Grove, Michael J. Alliance, Oh CPA July 1, 1996 to June 30, 1997
Jenkins, Frank Montgomery, AL CPA July 1, 1996 to December 31, 1996
Brewton IIl, George W. Greenville, MS CPA July 1, 1996 to September 30, 1996
Fischer, Randall E. Lombard, IL CPA July 1, 1996 to September 30, 1996
Rhoney, Brian Wheaton, IL CPA July 1, 1996 to Decemer 31, 1996
Devereux, Michael J. Florissant, MO CPA July 1, 1996 to March 31, 1997
Cranston, Robert S. Saugerties, NY CPA July 1, 1996 to December 31, 1996
Miller, Dwight W. Overland Pk, KS CPA July 1, 1996 to June 30, 1997

Beck, Clyde E. Salina, KS CPA July 1, 1996 to October 31, 1996
Seal, Ernest E. Cleveland, MS CPA August 1, 1996 to July 31, 1998
Dicker, Joseph W. Minneapolis, MN Attorney August 1, 1996 to October 31, 1996
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Under Section 330, Title 31 of theenue Service matter from directly oraccountant, enrolled agent or enrolled
United States Code, the Secretary of thindirectly employing, accepting assis-actuary, and the date of disbarment or
Treasury, after due notice and opportutance from, being employed by or sharperiod of suspension. This announce-
nity for hearing, is authorized to sus-ing fees with, any practitioner disbarredment will appear in the weekly Bulletin
pend or disbar from practice before theor under suspension from practice befor five successive weeks or as long as
Internal Revenue Service any persoifore the Internal Revenue Service. it is practicable for each attorney, certi-
who has violated the rules and regula- To enable attorneys, certified publicfied public accountant, enrolled agent or
tions governing the recognition of attor-accountants, enrolled agents and erenrolled actuary so suspended or dis-
neys, certified public accountants, enfolled actuaries to identify such dis-barred and will be consolidated and
rolled agents or enrolled actuaries tdarred or suspended practitioners, thpublished in the Cumulative Bulletin.
practice before the Internal Revenudirector of Practice will announce in the After due notice and opportunity for
Service. Internal Revenue Bulletin the names anthearing before an administrative law

Attorneys, certified public accoun-addresses of practitioners who havgudge, the following individuals have
tants, enrolled agents and enrolled acteen suspended from such practice, thelreen disbarred from further practice be-
aries are prohibited in any Internal Rev-designation as attorney, certified publidore the Internal Revenue Service:

Name Address Designation Effective Date
Bushta, Patrick C. Sacramento, CA CPA April 18, 1996
Hart, Joel S. Beaumont, TX CPA April 19, 1996
Riggs, Patricia A. Stockton, CA Enrolled Agent April 19, 1996
Hammontree, Richard F. Ogunquit, ME CPA April 27, 1996
Otto, Judith M. Tucson, AZ Enrolled Agent May 18, 1996
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Definition of Terms

Revenue rulings and revenue procedureés modified because it corrects a pubmore than restate the substance of a
(hereinafter referred to as “rulings”) lished position. (Compare witamplified prior ruling, a combination of terms is
that have an effect on previous rulingsand clarified, above.) used. For examplenodified and super-
use the following defined terms to de- Obsoleteddescribes a previously pub-seded describes a situation where the
scribe the effect: lished ruling that is not considered desubstance of a previously published rul-
Amplified describes a situation whereterminative with respect to future transing s being changed in part and is
no change is being made in a priorctions. This term is most commonlysontinued without change in part and it
publl_shed position, but the prior posltl_onuseq in a rgllng that lists previouslyis desired to restate the valid portion of
is being exten_ded_to apply to a varlatl_orpubllshed rulings that are obsoleteq beme previously published ruling in a new
of the fact situation set forth therein.cause of changes in law or regulatmns',u“ng that is self contained. In this case
Thus, if an earlier ruling held that aA ruling may also be obsoleted becausrﬁne iousl ; T g
L . X ; previously published ruling is first
principle applied to A, and the newthe substance has been included in reg\l odified and then. as modified. is su-
ruling holds that the same principle alsdations subsequently adopted. ’ '
applies to B, the earlier ruling is ampli- Revoked describes situations whereperSEded' . S ]
fied. (Compare withmodified below). the position in the previously published Supplementeds used in situations in
Clarified is used in those instancesruling is not correct and the correctwhich a list, such as a list of the names
where the language in a prior ruling isposition is being stated in the newof countries, is published in a ruling and
being made clear because the languagaling. that list is expanded by adding further
has caused, or may cause, some confu- Supersededdescribes a situation hames in subsequent rulings. After the
sion. It is not used where a position in avhere the new ruling does nothing moredriginal ruling has been supplemented
prior ruling is being changed. than restate the substance and situatigi¢veral times, a new ruling may be
Distinguished describes a situation of a previously published ruling (or Published that includes the list in the
where a ruling mentions a previouslyrulings). Thus, the term is used tooriginal ruling and the additions, and
published ruling and points out an estepublish under the 1986 Code andupersedes all prior rulings in the series.
sential difference between them. regulations the same position published Suspendeds used in rare situations to
Modified is used where the substancainder the 1939 Code and regulationsshow that the previous published rulings
of a previously published position isThe term is also used when it is desireavill not be applied pending some future
being changed. Thus, if a prior rulingto republish in a single ruling a series ofaction such as the issuance of new or
held that a principle applied to A but notsituations, names, etc., that were previamended regulations, the outcome of
to B, and the new ruling holds that itously published over a period of time incases in litigation, or the outcome of a
applies to both A and B, the prior ruling separate rulings. If the new ruling doesService study.

Abbrevia‘tions E.O—Executive Order. PHC—Personal Holding Company.
ER—Employer. PO—Possession of the U.S.

The following abbreviations in current use andERISA—Emponee Retirement Income Security Act. PR—Partner.

formerly used will appear in material published in

the Bulletin. EX—Executor. PRS—Partnership.

A—Individual. F—Fiduciary. PTE—Prohibited Transaction Exemption.
Acg—Acquiescence. FC—Foreign Country. Pub. L—Public Law.

B—Individual. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
BE—Beneficiary. FISG—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BK—Bank. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.
B.T.A—Board of Tax Appeals. F.R—Federal Register. S—Subsidiary.

C.—Individual. FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedural Rules.
C.B—Cumulative Bulletin. FX—Foreign Corporation. Stat—Statutes at Large.

CFR—Code of Federal Regulations. G.C.M—Chief Counsel’s Memorandum. T—Target Corporation.

Cl—City. GE—Grantee. T.C—Tax Court.

COOPR—Cooperative. GP—General Partner. T.D—Treasury Decision.
Ct.D—Court Decision. GR—Grantor. TFE—Transferee.

CY—County. IC—Insurance Company. TFR—Transferor.

D—Decedent. I.R.B—Internal Revenue Bulletin. T..LR—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.

DE—Donee. LP—Limited Partner. TR—Trust.

Del. Order—Delegation Order. LR—Lessor. TT—Trustee.

DISG—Domestic International Sales Corporation.M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.

E—Estate. O—Organization. Y—Corporation.

EE—Employee. P—Parent Corporation. Z—Corporation.
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